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Introduction 


Social democracy is in crisis. There is nothing new about this 
statement, considering how often such a crisis has been diagnosed 
in the past.! It would seem, however, that at the beginning of the 
twenty-first century the inability of social democrats to cope with a 
fast-changing economic reality has imprisoned them in a world of 
limited political ambition. 

This is paradoxical considering how social democrats responded 
to earlier challenges. Prophecies of decline had earlier stressed the 
shrinking of the manual working class — the traditional constituency 
of the left — as well as the feminization of the workforce, and the 
heterogeneity of society resulting from migration.? Social democrats 
needed to construct new alliances and overcome their reliance on 
blue-collar labourers to create viable majoritarian social and 
electoral coalitions.? The old politics centred on distribution and 
class divisions had to be complemented or even replaced by the 
new politics of identity whereby parties and individuals would be 
divided on the basis of their liberal/authoritarian tendencies on 
issues of identity, lifestyle and personal freedom. 

New social democracy embraced identity politics and sought to 
loosen its ties with trade unions and the manufacturing class. As the 
world changed, social democrats had to run to stand still. This 
meant embracing welfare state reform and adjusting to new indi- 
vidualism by dropping some collectivist solutions that stifled talent 
and personal development.+ In electoral terms, western social 
democratic parties coped well with those challenges and seemed on 


the ascendancy ten years ago, so much so that the ‘social demo- 
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cratic moment’ reappeared on the political horizon. Alas, it did not 
last long: with the exception of the UK and Spain the social democrats 
or their allies are not in power in any major European country. 

Thus, the problem of social democratic identity and its meaning 
in the twenty-first century has persisted, despite all of its reforms, 
new rhetoric and centrist leanings. Part of the reason for this is the 
great challenge faced by progressive political forces: economic 
globalization. In an earlier phase of adjusting to capitalist challenge, 
social democrats were able to use Keynesian tools to ameliorate 
market excesses. The internationalization of capital flows and the 
deregulation of financial markets have rendered such policy 
responses powerless.5 At the same time, the neoliberal attack on 
postwar welfare achievements has put the left on the defensive, 
struggling to argue its case in an era of individualism, currency 
speculators, 24-hour stock markets and the fragmentation of the 
labour movement. It does not make for an optimistic read. 

All is not bleak, however. The immoderation of neoliberalism 
and the continued resonance of the left’s core values of solidarity 
and justice have opened new spaces for social democratic 
reformism. The post-neoliberal age allows for the articulation of a 
new political project conscious of market constraints but willing to 
continue the left’s historical mission of correcting them for the 
benefit of working people. In fact, it has been shown that social 
democrats need not be as fearful of globalization. Room for policy 
manoeuvres still exists, and constraints relate more to structural 
changes in the labour market, such as the effects of ageing and high 
unemployment, than to globalization.® 

In essence, there is not much new about the globalization age. 
Social democracy, defined as a political movement at odds with the 
market’s vulgarity, has always had to adapt to a changing economic 
and social reality.’ For social democrats around the globe, it is 
imperative to draw lessons from the past in order to articulate a 
coherent political message in line with the movement’s tradition but 
also willing to break new ground to tackle the new forms of 
inequality and injustice that globalization brings about. 
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This book seeks to contribute to this ongoing quest by seeking 
to derive lessons from the Swedish case. The choice of Sweden is 
not surprising. It derives from the Swedish social democrats’ 
theoretical and practical contribution to the articulation of a 
progressive consensus. Theoretically, this goes back to the work of 
Branting, Karleby and Wigforss, their commitment to parliamentary 
democracy and their non-statist conceptualization of social 
democracy.’ This is a good starting point for the age we now live 
in. Empirically, the Swedish paradigm has long captured the 
imagination of social democrats worldwide through the successful 
taming of capitalism in the interest of the majority? and the 
combination of a strong welfare state with egalitarian distribution.'0 

Sweden’s ‘productive politics’ regime that allowed the Social 
Democratic Party (SAP) to create the “People’s Home’ resulted 
from the historic compromise between capital and labour. This, in 
turn, was premised on the intimate bond between the trade unions 
(LO) and SAP. It is this relationship, and the pattern of 
concertation that LO cultivated with the employers (SAF), that 
stood at the heart of the Swedish Model. 

Following the demise of neocorporatism, Europeanization and 
globalization, is Sweden still in a position to provide inspiration to 
social democrats elsewhere? Have changes in the domestic and 
international economic arena rendered the politics of compromise 
an anachronism for romanticists, or does the Swedish case entail 
valuable lessons for the maintenance of social democratic power? 
What does the transformation of Swedish labour relations mean for 
social democracy? Important as they are, these questions have not 
been subject to systematic discussion in the literature over the last 
ten years or so. The implicit assumption is that Sweden cannot be 
interesting any more since its political economy and industrial 
relations system were ‘normalized’ as a result of European inte- 
gration. The accuracy of such assumptions needs to be empirically 
tested. The questions above lie at the heart of this book. Before 
looking at them more closely, it is necessary first to define what the 
Swedish Model is really about. 
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Problematizing the Swedish Model 

The definition of the Swedish Model is elusive, differing between 
scholars, politicians and analysts depending on their approach. 
Frequently, talk of the Model has been employed more as a 
thetorical device!! than as an analytical tool. To some, the Model 
has been an expression of social democratic hegemony in shaping 
popular attitudes on taxation and the welfare state, while for others 
it has meant the overwhelming power of the Social Democrats in 
the party political struggle. !? 

It is therefore important to raise a note of caution with regard to 
the indiscriminate usage of the notion of ‘the Swedish Model’. 
Firstly, it can place Sweden outside its immediate Nordic environ- 
ment and Nordic ‘exceptionalism’.!> This entails a set of distinct 
policy-making structures that are largely historically embedded: 
Nordic states are well known for their encompassing organizations 
in the labour market,'* the strong electoral presence of Social 
Democratic parties and the class compromise achieved in the 1930s 
between capital and labour, whose backbone was the close link 
between Social Democratic parties and blue-collar unions.!> Most 
of all, they have become known for their social democratic type of 
welfare states characterized by high replacement rates for sickness 
and unemployment, a strong public sector, universality of provision 
and their commitment to achieving full employment.'° Talk of a 
Swedish Model that sets it apart from the Nordic pattern can there- 
fore be misplaced. 

Por definitional purposes, the Swedish Model is here under- 
stood as the pattern of concertation and collaboration (in Swedish 
often referred to as samforstand) developed between LO and SAF 
beginning from the 1906 ‘December Compromise’ and sub- 
sequently expanding through the 1938 Saltsjsbaden Agreement. 
The two sides began relations in 1906 through the ‘December 
Compromise’, but the 1938 Saltsjsbaden Agreement (or Basic 
Agreement, Havudavtalet) inaugurated a new era in labour relations. 
Ideological conflict between unions and employers subsided, as 
both sides recognized the legitimacy of the other in speaking on 
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behalf of their members. Saltsj6baden provided a framework for 
the resolution of industrial conflicts. The unions recognized the 
salience of economic efficiency and rising productivity to 
facilitate economic growth in exchange for income redistribution 
and enhanced welfare for all.'7 The agreement also stipulated 
that the labour market partners should assume primary res- 
ponsibility in administering labour relations in the workplace. 
The role of the state would thus be circumscribed to general 
legislation whose details would be worked out by the labour 
market partners. The principle of social partner autonomy was 
thus established. 


Growth and demise 

It was this relationship that, along with Social Democratic politics, 
led to the development of ‘Swedish exceptionalism’ regarding the 
formation of an institutionalized welfare state after the Second 
World War. A consensus-based approach in industrial relations, 
steered by the confederations of labour and capital, was the core of 
the system inasmuch as it set the parameters within which political 
and economic debates took place. Moreover, the ‘spirit of 
SaltsjGbaden’ conditioned developments in the political sphere due 
to the institutionalized relationship between LO and the governing 
Social Democrats. LO and SAP divided the work between them, 
with the former focusing on the professional and the latter on the 
political needs and aspirations of the labour movement. 

This proved a workable settlement for the Swedish left and 
delivered a universal welfare state, favourable labour legislation and 
small wage differentials. The 44-year period of successive SAP 
governments (1932-76) and the close links between the party and 
LO conditioned the parameters within which the politics of labour 
took place. The historical bonds between the political and trade 
union wings of the labour movement, forged in the later years of 
the nineteenth century, and created out of a sense of common 
purpose for political democracy and socialist transformation,'® led 
to close cooperation enabling LO to acquire a key role in public 
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policy. The goal of an egalitarian society was never achieved — but 
at some point during the 1970s, Sweden got closer to it than any 
other western state. 

By the late 1980s and early 1990s, however, a wide-ranging 
literature argued that the ‘Swedish Model’ had ‘died’ and after a 
long period of terminal illness finally been thrown in the dustbin of 
corporatist Swedish history.!? Sweden was no longer exceptional. 
Although there was nothing intrinsically new about such sub- 
missions, as similar suggestions had been made over a number of 
years,”° this time it appeared as if the change was beyond dispute 
and could be proven on the basis of unambiguous facts: a) The 
decision of SAF to withdraw from corporatist representation on 
the boards of agencies of the state, b) Economic decline, c) The 
collapse of wage politics of solidarity and d) The rise of new modes 
of production that fragmented the labour movement. 

Wage compression on an economy-wide scale gave way to 
increasing income disparities. Unemployment, long one of the 
lowest in the OECD world, spiralled to double-digit figures by the 
eatly 1990s.?! Moreover, the ‘War of the Roses’ between the Social 
Democrats and LO in the late 1980s”? and the disaffiliation of LO 
unions from SAP pointed to the ‘normalization’ of Swedish social 
democracy along the lines of its sister parties in the rest of 
Scandinavia,?? and Europe more generally. 

This book asserts that while certain characteristics of the old 
system have certainly faded away, others continue to inform 
Swedish policy-making and retain their salience. They also 
continue to play a central role in understanding policy outcomes. 
Swedish distinctiveness has declined but remains in existence. 
Concretely, explanations of a permanent Swedish decline fail to 
account for: 


a) The re-emergence of stability in industrial relations 

b) The powerful role of LO in public policy 

c) The continuing ability of social democracy to set the parameters 
of public policy debate, even when not in office. 
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The continuing dominance of the Social Democrats as the 
country’s natural party of government and the re-emergence of a 
new framework of collaboration between LO and SAP provide 
further reasons for scepticism regarding fundamental change. The 
electoral victory of the centre-right ‘Alliance for Sweden’ in the 
2006 elections has disrupted the SAP monopolization of power; 
but it is as yet too early to predict the breakdown of the Social 
Democrats as the natural party of government. Swedish industrial 
relations continue to merit scholarly attention after their trans- 
formation in the 1980s and 1990s for two reasons. 

On the one hand, theoretical assumptions built on the assertion 
of terminal decline in the 1990s are only partially true. Secondly, the 
nature of industrial relations ever since the 1938 Saltsj6baden 
Agreement, and the kind of politics that this brought about, are still 
a soutce of misunderstanding and confusion. By providing an 
accurate and historically informed account of the true Swedish 
Model, this book aims at a better comprehension of the politics of 
labour. The attention that Swedish labour politics has received over 
the decades on a worldwide scale merits such an attempt. 

Two closely linked goals underpin this book. On the one hand, 
to account for the changing nature of Swedish industrial relations 
and its lessons for social democracy in Europe and _ possibly 
beyond. Second, to delineate the mechanisms responsible for the 
highly regulated system of labour relations at the beginning of the 
twenty-first century. For the purposes of change, three case studies 
will be analysed in detail. These are the wage earner funds (/ontagar- 
fonderna) debate, the decentralization of collective bargaining and 
the consequences of globalization and Europeanization on the 
pattern of industrial relations. All three are ‘formative moments’ in 
the evolution of the Swedish Model and signify a break with the 
widespread consensus on the role of the unions, the employers’ 
organization and the European Union that dominated public policy 
until their emergence. 

The wage earner funds issue was the first important break with 
postwar labour tactics of promoting economic growth through 
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minimal state intervention. The radicalization of the labour move- 
ment meant that the Meidner Plan was perceived as inaugurating 
labout’s offensive regarding industrial democracy and the insti- 
tutionalizing of state intervention.24 The LO plan appeared to fit 
the ‘power resources’ theory,*> to which we now turn. 


Power Resources and Class Analysis 
Walter Korpi has been a prominent exponent of the power 
resources theory. Korpi asserted that labour is embedded in an 
endemic conflict with capital.2° Based on a revised Marxist concep- 
tion of the state and its role in labour relations, he asserted that the 
distribution of power resources in the triad favours the trade 
unions under a long period of left-wing governments. The stronger 
the left party’s hold over government, the bigger the resources of 
the labour movement.”’ The two other variables affecting outcomes 
of power distribution are labour unity and power mobilization.’8 

According to this approach, the Swedish trade unions had 
proven particularly shrewd in uniting their forces and maintaining a 
close network of collaboration and cooperation with SAP. They 
activated their resources, defined as the ‘ability to punish or reward 
other actors’? over a long period of time and improved their posi- 
tion relative to capital. Significantly, the definition of power 
resources is restricted to the material sphere and related to the 
immediate possibilities of the labour movement to yield favourable 
outcomes in its struggle with capital.*° The increasingly powerful 
trade union position led to the Basic Agreement of 1938 between 
capital and labour that ushered in the era of the Historic Compro- 
mise. The Agreement itself reflected the different distribution of 
power tesources between the two sides while at the same time 
altering their strategies.*! It has often been suggested that LO and 
SAF agreed to Saltsj6baden when they realized that the Social 
Democrats would be wielding political power for a long period of 
time and that they would therefore need to adjust their strategies 
accordinely.*? 

Crucially, this is not to say that class conflict had been over- 
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come. Class conflict post-Sa/tjobaden assumed the characteristics of 
an economic growth strategy aiming at enlarging the economic pie 
so that labour would get a bigger share of it.33 The golden years of 
the Swedish Model are here seen as strengthening the bargaining 
position of the unions, as full employment and substantial wage 
increases were achieved in the postwar period. The adoption of 
solidaristic wage policy by LO in the 1950s aimed at strengthening 
the centralization of power resources in both LO and TCO 
(Tjanstemannens Centralorganization), the white-collar Confederation 
of Professional Employees.** 

The labour movement expanded its resources and power 
through the inclusion of unionized women in the labour market 
and the consolidation of a universal welfare state. Most of all, the 
working class forged effective alliances with the broader middle 
class in a coalition of wage earners.*> The gradual dissolution of the 
Model is here attributed to the increasingly disproportionate power 
of labour that led to its decision, in the 1970s, to incorporate the 
Social Democratic government in the labour market by demanding 
legislation to protect worker health and safety as well as their right 
to information and consultation in the workplace.*° The Co-Deter- 
mination Act (Medbestammandelagen, MBL) of 1976 in particular 
undermined the Model, as it departed from the political formula 
that had denied the state any substantial role in labour market 
matters.>” 

Finally, Korpi saw the proposal for wage earner funds in the late 
1970s as a possible solution to the economic crisis Sweden was 
facing at the time. Economic democracy, itself a manifestation of 
workers’ relative power over capital in social democratic Sweden, 
could go a long way in solving economic problems and asserting 
the role of labour in the production process.3* The radicalization of 
the union agenda and priorities in the late 1960s is, according to 
labour-centtred theories, a result of the radicalization of the rank- 
and-file, whose disappointment with the prevailing work methods 
led them to question the rationalization approach hitherto adhered 
to by LO.*? 
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Himmelstrand’s thesis viewed Swedish social democracy as a 
successful project in the crucial areas of welfare state provision and 
ideological coherence. This underlined the hegemonic character of 
social democracy in Sweden, resulting from the decommodification 
of the welfare state and the institutional structure of universalism in 
delivering socially equitable outcomes.“ The trade unions had not 
accepted their subordination to capital as a result of their powerful 
institutional position in Swedish society and their affiliation to the 
governing party. As the welfare state matured, however, contra- 
dictions emerged. The unions had to secure the continuing efficient 
running of enterprises to satisfy members’ demands, whilst aspiring 
to a transformation of working life to increase levels of active 
citizenship. In the context of mature capitalism, it was utterly pos- 
sible to envisage the successful passage to economic democracy 
through the wage earner funds. The Social Democrats embraced 
‘labour socialism’ to transform power telations.*! 

Stephens saw in the Swedish trade unions a high level of 
organizational unity and administrative resources that allowed them 
to coalesce around a strongly institutionalized welfare state. They 
minimized the inequity effects of market allocations and avoided 
welfare statism as practised elsewhere in Europe. This capability 
of the labour movement, along with the welfare state, formed the 
basis of the envisaged transition to socialism. The 1938 Agreement 
was a result of union strength and cohesion.*? Central to Stephens’ 
understanding of the social democratic movement is the ability of 
social democrats to develop a strategy of production politics. This 
came about through the reform in the pension system in the late 
1950s. Although the controversy surrounding the creation of a sup- 
plementary pension scheme (A//mann Tilliges Pension, ATP) led to 
the withdrawal of the Farmers’ Party (Landsbygdspartiet) from the 
coalition with SAP, this move signalled the expansion of the elec- 
toral coalition sustaining Social Democratic power. In combination 
with the increasing rate of unionization by white-collar workers, it 
formed the basis for the broadening of social democratic ideology. 

With regard to the wage earner funds, Stephens detected 
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‘brilliance’ in the concept and argued that its gradualist implemen- 
tation allowed it to become politically feasible.‘ 

Castles has accounted for the strength of Swedish social 
democracy on the basis of three central factors: first, the labour 
movement was, after the 1890s, relatively free to establish itself 
with no state coercion.*6 Second, the labour movement grew at a 
time when other movements, such as the producer co-operatives or 
the temperance movement, were also in the ascendancy, thus gain- 
ing in popularity at a favourable time in the country’s 
development.” Third, right-wing forces were weak and divided into 
a number of small parties.*8 

Castles argued that the labour movement had been successful 
through decades of reformist politics by creating class conscious- 
ness among its members.4? Nevertheless, he was careful in 
depicting a different social democratic strategy when it came to 
economic democracy. The SAP was not predisposed towards 
changing the well-established patterns of collaboration and 
consensus-seeking among the main economic stakeholders. Rather, 
the extent to which the Social Democrats would go along with LO 
demands for economic democracy depended on the micro-politics 
of the alliance with the Centre Party and the extent to which they 
would be willing to contribute to the continuing projection of a 
social democratic image of society.5” 

Castles’s approach incorporates contingent variables to the 
analysis and therefore entails a higher degree of explanatory power. 
However, his discussion leaves little doubt about social democratic 
dominance, manifested through the proliferation of schools, clubs 
and associations transmitting social democratic values to large 
masses of the population. The influence of social democratic values 
in the institutional makeup of the Swedish polity had produced 
virtuous results as regards popular codes of behaviour that rejected 
favouritism and corruption. They also contributed to the general 
wellbeing of society by virtue of people’s efforts to achieve the 
good life in a spirit of solidarity.>! 

Gosta Esping Andersen’s work emphasized the ability of 
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laboutr-based associations and trade unions to impose their agenda 
on capital.52 The business community is here forced into retreat as 
the labour movement articulates a clearly delineated, historical plan 
to combine its increasing policy influence with the best possible 
outcomes for the working class. Social policy is more often than 
not augmenting the economic growth strategies of the unions and 
thus does not need to function as a corrective mechanism applied 
by the Social Democratic government to appease frustrated union 
members. The welfare state is thus a manifestation of structural 


social democratic power.* 


A critique 

The literature highlighting social democratic hegemony in Sweden 
offered a valuable insight into left-wing strategies of power manage- 
ment. It fit the literature on neocorporatism but also enriched it by 
considering the left’s material capability to alter power relations. 
Such arguments are informative when considered in light of the 
electoral dilemmas of social democrats. Their original ideological 
and political orientation, closely bound with the platform of a 
manual working class, can potentially limit their electoral successes 
ot make them sacrifice their programmatic and ideological stance 
for electoral gains. The Swedish Social Democrats successfully 
overcame the electoral dilemma haunting their sister parties.5+ 
Whilst broadening the party’s appeal, SAP did not lose its class- 
based electoral support. A further benefit of this approach has been 
to deepen our understanding of the historical preconditions that 
gave rise to the Swedish labour movement. Both statistical data and 
qualitative evidence confirm that over a prolonged period of time 
the Swedish Model functioned well as a result of long-term 
institutional manoeuvring. 

Nevertheless, this approach suffered from a number of limi- 
tations. To begin with, ‘hegemonic’ theories of Swedish social 
democracy have been silenced over the last twenty years or so, as 
power resources seemed unable to stop the process of dislocation 
and decline. The economic crisis of the 1990s has been the most 
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obvious manifestation of this process.°> Even the Social Demo- 
crats’ return to power in 1982 had been characterized by significant 
policy changes regarding the priority assigned to full employment, 
inflation, and social welfare. In turn, the ascent of a ‘liberal socialist’ 
school in the Ministry of Finance with fewer connections to the 
union movement than the previous generations was the result of 
international economic change and parallel developments elsewhere 
in Western Europe. The marginalization of power resources and 
hegemonic discourses only accelerated following the collapse of the 
eastern bloc and the inauguration of the long social democratic 
crisis following the proclamation of ‘the end of history’. 

Moreover, there is often an implicit assumption on the unified 
character of ‘the’ trade unions or ‘the’ Social Democratic patty, 
which, when closely scrutinized, lacks empirical support. Internal 
politics within LO and its member unions has received inadequate 
attention in the literature. That, to some extent, explains the 
unsuccessful projections of the labour movement’s strategy. The 
union unity argument in particular has been shown to be wanting in 
the face of evidence suggesting that positive-sum outcomes for LO 
have often been forthcoming despite stiff opposition from some of 
its unions. This is nowhere more obvious that in the decision by 
the Metal Workers’ Union Mesallarbetareforbundet, ‘Metall’) to nego- 
tiate directly with engineering employers on wage and working 
conditions for its members.*” 

In contrast with the unified character of the decision to opt for 
the Saltsj6baden Agreement to boost the structural power of 
labour, some unions, such as the Construction Workers’ Union 
(Bygenadasarbetareforbundet, ‘Bygenads’) refused to sign the Basic 
Agreement because it refused to hand over more power over its 
operation to LO.58 Also, contrary to the static depiction of union 
tactics after the Basic Agreement aiming at the arrival of a mature 
stage of capitalism, LO hesitated for a number of years over 
whether to pursue centralized wage negotiations, worried by the 
effects of such policy on some of its members. 

These are only a few instances that stress the need to critically 
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examine the complex nature of LO before assuming solely ideol- 
ogical or political motives. While it can legitimately be argued that 
the degree of internal divisions in the union movement may have 
been lower than elsewhere in Europe, careful attention needs to be 
drawn to schisms that are helpful in explaining policy outcomes. 
The divisions between LO and SAP have also been frequently under- 
estimated. Korpi did draw attention to divisions in union and party 
approaches on economic policy in the late 1940s,°° but has not 
included such factors in his evaluation of the party—union relation- 
ship in the postwar period. A further limitation of this approach 
has been the inadequate attention paid to two other variables: a) 
external influences affecting Swedish policy-making; and b) the role 
of agents in delivering, or failing to deliver, policy outcomes. 

Firstly, and curiously for a structural approach, power resource 
theorists often refrained from placing the growth of the postwar 
Swedish Model in the context of the ‘closed economies’ and the 
Bretton Woods era of economic predictability, fixed exchange rates 
and relatively high degrees of economic policy-making autonomy.” 
The incorporation of principles of international political economy 
in the examination of the Swedish Model is necessary in light of the 
country’s dependency on its export sector and the small domestic 
market. 

Katzenstein’s pioneering work highlighted such characteristics 
as decisive in shaping the economic prospects of countries similar 
to Sweden in size.°! If it is accepted that the Model has been termed 
as such not least because of its successful economic results over 
decades, then the economic environment within which it had to 
implement its policies is of decisive importance. An examination of 
reformist unions that does not take into account their inclusion in 
the larger framework of the nature of Swedish capital, and its 
windows of opportunity in the global economic architecture, tends 
to produce one-sided analyses.? Therborn has stressed the salience 
of the 1970s world economic crisis and the extent to which this 
should be seen as central in Social Democratic party politics and 
their policy stance at the time. 
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Structural theorists who focus on class strategy, coalition 
building and power resources tend to dismiss the role and influence 
of policy entrepreneurs. These are here defined as political or union 
elites, intellectuals and advisers able to influence the direction of 
decision-making. There is a need to look at the role of individuals 
within the structural limitations of their position. Key figures inside 
and outside the labour movement affected policy outcomes in a 
way that would seem unrealistic to structuralists. For instance, a few 
individuals at the top of the organization’s leadership drove the 
ideological offensive of SAF that led many observers to the 
conclusion that the Model had ultimately become bankrupt.°+ Even 
macro-approaches ought to consider the interaction between the 
political environment and the behaviour of agents within it. 

The decentralization of collective bargaining is the second major 
event in the Model’s postwar development, as it challenged the 
practice of LO-SAF coordination of wages and working conditions 
throughout the labour market.®> Contrary to what the argument of 
labour-centred explanations underlines regarding labour resources 
and power, however, this decentralization occurred despite LO 
protestations.® What is more, the fact that an LO union, Mefal/, had 
concluded its own, separate agreement with the Engineering 
Employers Association (Verkstadsforeningen, VF) in 1983, also ran 
contrary to the notion of union unity.% It also led to an increased 
emphasis on interest-based explanations concerning the Model’s 
construction, and a reassessment of the role of capital in its creation. 
This development was central to the characterization of the Model 
as obsolete in the face of post-Fordist economic restructuring, 


Employer Interests and Economic Change 

Peter Swenson and Jonas Pontusson have been the most prominent 
representatives of an interest-based understanding of the growth of 
the old Model and its demise. They have made a major contribution 
to the debate by highlighting the circumstances that led to the big 
changes of the 1980s and 1990s, and added the formerly missing 
dimension of the role of capital. 
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The notion of ‘cross-class’ alliances between employers and 
unions in different branches of the economy goes a long way 
towards depicting the collapse of centralized wage bargaining. 
Alliances between certain unions and employers are the result of 
distributional conflicts within the labour movement. Unions and 
employers that benefit from a given distributional matrix are the 
ones likely to push for decentralization.”” Taking into account the 
fact that the export sector had long played a pace-setting role in 
wage negotiations between LO and SAF, the metal workers and 
their employers broke the mould when the returns from centralized 
negotiations were diminishing, and the gains of the public sector in 
particular were increasing at their expense.’”! Interest-based 
explanations have corrected to a large extent the drawbacks of 
labour-centred theories and their disregard for the internal politics 
of the labour movement. 

Another fundamentally important addition to explanations 
surrounding the politics of Swedish industrial relations is the atten- 
tion paid to the changing nature of employment in the 1970s. This 
was manifested through the rapid increase in public sector 
employment and the growth in post-Fordist production practices.” 
Wage drift, defined as wage increases above the ones agreed when a 
collective agreement was signed, was during the 1950s and 1960s a 
negligible problem, mainly related to blue-collar workers.”3 Things 
did change, however, and unequal wage drift between different 
occupational categories became increasingly difficult to sustain in a 
context characterized by the need for restrained wage increases to 
sustain competitiveness. 

By the 1960s TCO had become an important partner in labour 
relations and the desire for compensatory measures became para- 
mount to its negotiation strategy. The introduction in 1970 of 
‘earnings development guarantees’ to be offered to white-collar 
unions, such as SIF (Svenska Industrijanstemannaforbundel) in the 
industrial sector was designed to ‘reinstate differentials present at 
the beginning of previous wage rounds, thereby pre-emptively cap- 
turing a portion of what LO might obtain for its members in total 
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non-inflationary wage increases’.4 The effect of such policies in the 
1970s played a crucial role in undermining centrally coordinated 
wage bargaining. 

The role of employers is here seen in a more analytical and 
meticulous light. In contrast with structuralist assumptions, 
employers ate not seen as passive recipients of Social Democratic 
initiatives reacting to state legislation. Instead, they take centre stage 
in instituting change.” For instance, the engineering employers 
have been instrumental in the decentralization process because of 
their strategic reprioritization of production techniques towards 
wage flexibility.” Swenson and Pontusson refute the power mobil- 
ization thesis as regards the dominant position of labour after the 
1938 Agreement. SAF insisted on centralization in the 1940s as the 
best means of avoiding inflationary pressures, strikes and costly 
disruptions in productivity at a time when the Swedish export 
industry enjoyed a comparative advantage over its continental 
competitors.” 

An additional motivating factor for the employers’ stance at the 
time (and indeed for most Nordic unions) was the structural depen- 
dence of industries exposed and/or vulnerable to international 
trade. Their room for manoeuvre through raising prices domes- 
tically was limited due to their inability to pass increased costs on to 
consumers. Larger countries could afford to resist pressures for 
international discipline in their export sector, but SAF was obliged 
to regulate pay to increase its chances of predictability in wage 
increases and keep export companies competitive.’8 This strategy 
fitted well the Social Democratic agenda of productive politics and 
facilitated the growth of corporatism.” 


A critique 

The internationalization of capital markets and the consequent 
empowerment of transnational capital do undoubtedly circumscribe 
the array of policy choices for left-of-centre governments and 
thereby affect the strategies of the labour movement as a whole.*®? 
The power and array of choices offered to capital for increasing its 
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investment returns is higher than in the Keynesian era of the 
Swedish Model’s growth. 

Still, such an approach has to be treated with caution. Interest- 
based approaches tend to assume that the interests of producer 
groups are exogenously fixed. Such an interpretation of economic 
and political behaviour denies the multiplicity of identities inherent 
in policy actors. Decisions taken on what may only appear to be 
material foundations may actually be a result of political or 
ideological calculations.’! As the discussion on institutionalism will 
hopefully make clear, interests themselves are a particular interpre- 
tation of reality. This interpretation is a result of ideas and pre- 
dispositions. Interests are endogenized understandings of what 
constitutes a beneficial policy outcome. Contrary to rational choice 
assumptions, they are not objectively given. They are socially 
constructed insofar as they constitute an interpretation of external 
reality that an individual or group adopts based on their subjective 
understanding of reality.82 In other words, ideas and interests 
interact at their very core to the extent that interests constitute a 
particular, context-specific sub-set of ideas. 

The interest-based approach tends to place an inflated emphasis 
on the power of capital and diminishes the salience of ideological 
factors in the analysis of the Swedish Model. The employers’ offen- 
sive is analysed in great detail with regard to underlying material 
interests. The decentralization of collective bargaining has to be 
analysed in the context of the neoliberal shift in public policy. The 
political motives of SAF need to be in the foreground of analysis. 
The employers’ desire to decentralize collective bargaining should 
not be viewed solely as a response to economic conditions. It 
should also be understood as an attempt to reduce the structural 
power of labour at a time when LO sought to disrupt the post- 
Saltsj6baden equilibrium in the labour market.* 

Interest-based explanations run the risk of depoliticizing decision- 
making and portraying changes in the normative convictions of 
policy actors as exogenous to their political and economic pro- 
grammes. This is a highly questionable assumption when one looks 
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to the Social Democratic policy platform of the 1982 Cabinet and 
the decisions associated with the deregulation of financial and 
capital markets. The changing economic structure, considered 
crucial in the Third Way economic policy after 1981, needs to be 
analysed in conjunction with a set of emerging normative beliefs on 
the role of the market in enhancing public welfare, the appropriate 
level of public sector employment and the appropriate level of tax- 
ation. To put it simply, ‘the ideas that agents have about the impacts 
of their actions [in the economy] ... shape outcomes themselves’.84 

A holistic explanation of policy outcomes can ill-afford to 
restrict itself to problem-solving explanations in light of immediate 
economic or political necessities. Shaping an ideational environ- 
ment conducive to the desired policy outcomes is decisive in main- 
taining a long-term hold over the extent and pace of change. The 
same holds true for the post-1990s configuration in the Swedish 
Model. An analysis devoid of the salience of norms can hardly 
account for the decision by Me/a//, the instigators of change in the 
1980s, to continue collaboration with LO unions and be bound by 
the latter’s new wage bargaining strategy in the early twenty-first 
century. 

What has already been said suggests that the Swedish case is 
intriguing, and not only because of its politically powerful role in 
the labour politics literature and its links to the social democratic 
debate elsewhere in Europe and beyond. It is also theoretically 
significant to the extent that institutional stability and change have 
been manifest over a long period of time. These were not processes 
separated by clearly demarcated boundaries. Elements of potential 
change wete intrinsic to the Swedish Model in its 1960s variant, and 
stabilizing mechanisms could be detected at a time of flux and crisis 
in the early 1990s. It is for this reason that a robust theoretical 
framework, able to account for both, is needed. 


Institutional Analysis 
Institutions consist of ‘formal and informal rules, monitoring and 
enforcement mechanisms, and systems of meaning that define the 
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context within which ... labor unions ... and other organizations 
operate and interact with each other’.85 They are settlements over 
the distribution of power and resources, and are thus crystallized at 
a given moment following struggle and bargaining between com- 
peting individuals or groups. They need not be mono-dimensional 
or internally consistent. They can entail different logics in their 
operation and remain stagnant or ‘sticky’ over a long period of 
time. This can result from the underestimation of a problem, 
unwillingness to come to terms with it, or an inability to find 
appropriate solutions. 

The importance of institutions is central to the analysis of 
political phenomena as they influence the way actors try to reach 
their goals and give shape and meaning to their preferences.* 
Moteover, institutions are responsible for the extent and degree to 
which individuals ‘become activated within and outside established 
institutions ... and ... the common aspirations of a political com- 
munity’.8? The institutional make-up of a society and the collection 
of its operating procedures define and order a series of beliefs, 
values and assumptions held by the collective. Institutional con- 
figurations perform the function of filters through which societal 
and economic structures become established and accepted. Institu- 
tional arrangements shape the goals of trade unions and employers 
and at the same time structure the operational environment within 
which interactions between the social partners and the state take 
place.*® 


New institutionalism 
A diverse body of theoretical approaches comprising rational 
choice, sociological and historical institutionalism became asso- 
ciated with a neo-institutionalist analysis. All three approaches agree 
on the salience of institutions in structuring the expectations of 
behaviour.®? 

However, the two opposite poles of new institutionalism, 
rational choice and sociological institutionalism, diverge sharply in 
their explanatory perspectives. Rational choice institutionalism 


INTRODUCTION 21 


seeks to ‘apply the theories and methods of economics to 
politics’..° The starting point of its analysis is the perfectly rational 
subject that has acquired a set of preferences whose payoffs it 
wishes to maximize. Stability and rationality of preferences make a 
great deal of sense when applied to consumer choice. It is rather 
more difficult to make the same case in politics, where long-term 
decisions need to be made often with poorly received information 
and on the basis of uncertain preferences.?! In situations where the 
external setting is by definition unsettled, rational choice insights 
are limited in their applicability.°* 

To maximize utility, actors adopt a calculus approach to beha- 
viour in order to derive the maximum benefit possible from their 
interaction with the surrounding environment. Thus, rational 
choice institutionalists tend to see politics as a series of collective 
action problems; that is, situations where a subject’s attempt to 
maximize utility leads to a collectively suboptimal result.?> How- 
evet, asymmetries of information that can result in the construction 
of a false set of preferences and therefore distort rational choice 
calculations are important. Institutions play a vital role to the 
extent that they allow for the conceptualization of a complex matrix 
consisting of sanctions, rewards and eventual outcomes around 
which behaviour is centred.?> Also, individual behaviour is deemed 
optimal with regard to the institutional surroundings in which it 
takes place. As a consequence, the shape of the rules of the game 
leads to certain types of behaviour.%° The inevitable outcome of 
rational choice calculations is that socio-economic factors are given 
analytical and explanatory priority in the explanation of political 
phenomena. 

For sociological institutionalists, institutions and culture are 
blurred as the former also include norms, symbols, and moral tem- 
plates.’ The danger of socio-economic determinism is acknowl- 
edged and the limitations of human rationality recognized. Actors 
are not deemed capable of retaining complete rationality in all their 
actions.°* Instead, this cultural interpretation of the role of insti- 
tutions adopts the ‘logic of appropriateness’ to explain individual 
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behaviour. Institutions are deemed to be of utmost importance as 
they not only determine preferences but also contribute signifi- 
cantly to their shaping. They provide people with a cognitive chart 
through which they construct their identities and decide on a 
course of action based on culturally derived maps.°? In a given situ- 
ation, the subject both responds and recognizes the surrounding 
environment based on the templates offered through the institu- 
tional world. 

If rational choice institutionalism suffers from a degree of 
rationalistic determinism, the same can be said of sociological/ 
cultural institutionalism. The blurring of the boundaries between 
institutions and culture tends to assign unwatranted importance to 
both by simultaneously extending and limiting their analytical dis- 
tinctiveness. The approach is overtly structuralist, as it does not 
allow for an autonomous space transcending the institutional 
surrounding. Political behaviour and action is context-dependent 
because it ‘becomes habitual to do something’! The role of 
agency is hereby neglected, and the problem of recognizing, let 
alone accounting for, institutional change remains unsolved. 

Historical institutionalism (HI) attempts to act as an inter- 
mediary between the other two types. The study of intermediate 
variables, such as trade unions, employer organizations or political 
parties, occupies centre ground in an attempt to explain political 
outcomes. One of its central preoccupations is to show how 
institutions structure the choices open to political decision-making. 
In many HI approaches, institutions assume a historical quality that 
places them in a chronologically earlier starting point than any of 
the policies they wish to analyse. Institutions are perceived as 
having an enduring quality that goes beyond everyday political 
interaction. To that extent, institutions restrain change. 

Indeed, the core shortcoming of HI is its inability to account for 
change. While it can explain continuity in policy choices and deals 
adequately with the freezing of policy regimes, it has difficulty in 
accounting for sudden changes of policy direction and institutional 
break-ups that do not conform to a path-dependent orientation.!"! 
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HI rejects the deterministic and structuralist accounts of rational 
choice and sociological approaches. Rational choice approaches 
account for the resilience of institutions on the basis of solving 
collective action problems, thus enhancing their robustness. Cul- 
turally informed institutionalists deny the possibility of institutional 
change because of their inclusion in wider patterns of collective 
construction. Historical institutionalism tends to position itself 
outside such explanations. While they share a lot of common 
ground with rational choice in that they deem actors to be strategic 
and calculative, historical institutionalists acknowledge that insti- 
tutions are structures whose utility in serving certain goals has to be 
empirically verified. The outcome of such a process is an open 
question and hence cannot be a priori determined.' 

Interactions between agents take place in a framework of 
institutional struggle and the results of such struggles are not 
necessarily derived from the given institutional framework. In other 
words, the possibility of political outcomes diverging from the 
original institutional setup is acknowledged. At the same time, HI 
stresses path dependency inherent in sociological accounts 
inasmuch as it subscribes to the view that policy outcomes are in 
accordance with contextual features arising from the historical 
evolution of a given polity and the time sequence of events. That is 
the result of the implicit encouragement offered to societal forces 
to organize and behave in a specific way or to align themselves to 
policy legacies of the past.! 


Institutional stability and change 

Two important questions arise: when do institutions change, and 
under what circumstances? To start with, institutional change is 
triggered once a crisis or crises that threaten the existent equi- 
librium of power and allocation of resources is identified. These 
problems, at the heart of change, need not only be triggered by 
exogenous factors, such as technological change. They can also 
result from the growth of inconsistencies internal to the operation 
of institutional functioning. This, however, is an inadequate 
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precondition for institutional change. Institutional entrepreneurs 
ate central in triggering change, insofar as political and/or business 
elites, advisers and intellectuals can frame and ‘package’ crises in 
simple terms that can be clearly understood by their desired 
clientele. 

The latter is very important, as institutional entrepreneurs do 
not operate in a vacuum. They have to rely on supporters and/or 
sympathizers to attract resources (organizational, financial and 
others) and persuade them to adopt their preferred options. Once 
this has been done, they need to ensure that the solution proposed 
is credible enough to be implemented. 

This depends on the degree of legitimacy that the proposed 
course of action enjoys among their constituents (in our case, trade 
unions) based on the prevailing norms and values that these 
constituents have adopted over a period of time.!°4 Otherwise, the 
possibility of resistance and oppositional struggle against the pro- 
posed change will be high, leading to inertia. Conversely, should the 
conditions outlined above be met they are likely not only to last 
longer, but also to lead to evolutionary rather than revolutionary 
change. Evolutionary or incremental change is defined as change in 
which only a few of the institution’s main dimensions change. 
Revolutionary change, on the other hand, is synonymous with a 
change in most or all of these dimensions. 

Change is the result of the interaction between policy entre- 
preneurs and the context in which they operate. Action and context 
are in a position of simultaneous strategic interdependence. 

There is a wide array of factors leading to change that encom- 
passes: a) the calculations associated with a policy move towards 
change, b) the actual attempt to form a new framework of change, 
c) the institutional context in which action is enabled; but also d) 
‘the shaping of the perceptions of the context in which strategy is 
conceived in the first place’! Such a formulation enables the 
resolution of the problem of explaining change inasmuch as it 
includes an often neglected variable in the more static alternatives 
of institutionalist thinking: the power and influence of ideas. 
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Ideas are here defined as ‘road maps that help guide political 
actors through confused and uncertain periods’.!" It is ideas placed 
within institutions that inform preference formation of actors and 
thereby lead to their changed perception of the desirable outcome. 
Change results from strategic action by agents. Agents shape the 
changed polity over a period of time based on an altered set of 
perceptions and beliefs that is itself the product of ideational 
mobility. On their own, ideas cannot explain where new attitudes 
towards institutional configurations are derived from. If, however, 
placed in an institutional context that assigns primary importance to 
their interaction with the institutional setting, they facilitate our 
understanding of the motives and tactical manoeuvring — leading to 
an altered framework of operation for actors.!0 

On the basis of policy legacies, evolution and change can be 
traced to the interplay of path-dependent political options and 
path-shaping strategies chosen by policy actors.'°8 The privileges 
that certain groups, here identified with the Swedish labour 
movement, can rely on result from the successful following of an 
earlier policy path to which they have substantially contributed, not 
least through deliberate design but also through ‘long-lasting tradi- 
tions, learning processes, and chance discoveries’.! But this path is 
not simply the result of labour strategies and grand designs. Occa- 
sionally, it emerges from the benefits that employers too accrue 
from the operation of a given system. The Varieties of Capitalism 
(VoC) approach is very helpful in this regard. 

The VoC approach has made a significant contribution to, znzer 
aha, the literature on labour politics.!!0 WoC developed as a 
response to the shortcomings of the French regulation school and 
the decline of neocorporatism by the late 1970s. It seeks to explain 
how producer groups adjust to a changing economic environment. 
The main distinction drawn in the VoC literature is between Liberal 
Market Economies (LMEs) and Coordinated Market Economies 
(CMEs). While the former rely primarily on market mechanisms to 
enhance their growth prospects, CMEs depend more on non- 
market patterns of regulation to coordinate their endeavours. 
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Theoretically, VoC stresses the institutional complementarities and 
thus the path-dependent nature of such arrangements. It assigns 
primary importance to the already existent web of formal and 
informal institutional arrangements responsible for the creation of 
efficient outcomes. It devotes considerable attention to the LME 
and CME distinction on the basis of labour market regulation in 
general and wage bargaining coordination in particular. 

An institutional framework that encourages reliance on 
competitive wage setting and little employee protection in the 
workplace supports LMEs. CMEs, on the other hand, retain com- 
petitiveness through a more tightly regulated labour market frame- 
work as well as coordinated wage bargaining.'!! In the case of CMEs, 
employers operate in a political economy environment conducive 
to the development of high-quality products that in turn depends 
on high levels of collaboration and cooperation with labour.!!2 

The VoC approach is directly linked to the question of institu- 
tional change, as it can help us understand why labour politics is 
mote stable in some countries than others. Still, VoC has been 
attacked for its apparently overt reliance on microeconomic indi- 
cators at the expense of political factors.!!3 It is a powerful criticism 
inasmuch as variables other than macroeconomic performance 
often enter the calculations of policy entrepreneurs in the form of 
employers. The neoliberal drive by SAF documented in Chapter 4 
is an example of that. However, VoC makes a valuable contribution 
to the development of a sound theory on institutional stability and 
change insofar as it stresses the benefits inherent in a given 
institutional setting that make certain policy patterns habitual for 
employers. 

The policy path that was crystallized in the 1930s through the 
Saltsjobaden Agreement permitted the institutional and organiz- 
ational emancipation of the Swedish labour movement. Its power- 
ful position permitted the freezing of favourable power relations 
with capital and the centre-right for about 40 years. As Torfing points 
out, however, a policy path is inherently elastic and subject to constant 
renegotiation, and contains the seeds of institutional reform.!'4 
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The case studies will depict the gradual dislocation of the 
previous policy path and the emergence of a new one in the 1990s. 
Nonetheless, the upholding of salient institutional resources by the 
previously dominant policy actors does not rest solely on short- 
term factors. It emerges from the unequal distribution of power 
resources between the competing blocs whose fight for the con- 
solidation of their preferred institutional pattern depends on the 
interaction between historically informed, path-dependent policy 
options and the relative power of competing path-shaping strategies. 

Applying this type of analysis to the study of Swedish labour 
relations brings two significant methodological advantages. Firstly, 
it enables the incorporation of coalition-building practices in an 
overall framework that explains the creation, stability but also 
change of policy paradigms!'5 on the basis of a longitudinal, 
dynamic interaction between institutions and ideas. For example, an 
analysis of the breakdown of centralized bargaining needs to 
incorporate elements that go beyond mere coalition-building and 
which relate to the multiplication of institutional actors in deliver- 
ing industrial peace. Secondly, the distinction between macro- 
structures and their results also facilitates the overcoming of the 
structure/agency dilemma in explaining policy choices and 
initiatives.!16 Policy entrepreneurs and institutions surrounding 
them are enmeshed in an ever-changing relationship of ‘complex 
duality’.!!7 Institutional actors should be treated as dynamic, inno- 
vative entities whose evolution and change is ultimately highly 
correlated with the ideational background with which they interact. 


Outline of the Book 

Chapter 2 provides the historical background to the growth of the 
Swedish Model, tracing its foundation to the institutional structure 
of the Swedish state. It accounts for the transformation of the 
conflict-ridden industrial relations of the pre-Sa/tsyjébaden era to the 
consensus-based approach that dominated policy-making for many 
decades. It also illustrates the mechanisms utilized by Swedish 
social democracy to build an encompassing welfare state and apply 
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the productive politics paradigm in the national context. In that 
process, the role of employers as well as LO emerges as crucial. 
One of the chapter’s aims is to illustrate that employer-centred 
approaches have a lot to say in explaining not only the demise but 
also the growth of the Swedish Model. 

Chapter 3 traces the decline of policy concertation in labour 
radicalism. It analyses the wage earner funds debate and provides a 
practical example of the limits of social democracy in the Fordist 
age. It highlights the salience of political entrepreneurs in seizing 
the moment to neutralize opposition and testifies to the role of 
political agency in mobilizing resources. The wage earner funds are 
in that sense an instructive case of political miscalculation that 
inadvertently inaugurated the process of the old Model’s death. 

Chapter 4 outlines the collapse of the old Model by drawing on 
the literature on employer preferences in a post-Fordist age. The 
politics of SAF were strongly motivated by a desire to disengage 
from corporatist practices and exploit new market opportunities 
through higher wage differentials. In doing so, SAF explicitly 
engaged in the political process and sought to reverse the terms on 
which public policy debate had been conducted until then. 

Chapter 5 discusses EU membership and its consequences. 
Swedish social democracy has followed the lead of sister parties 
elsewhere in Europe by depicting the EU arena as a potential ally in 
reviving the traditional social democratic movement and trans- 
posing its goals to the supranational arena.!!® EU membership 
introduced a new set of constraints and opportunities for policy 
makers.!!9 Trade unions have reacted to the desirability of closer 
EU integration and collaboration with other European unions 
based on their position in the production hierarchy. Export- 
oriented unions have tended to favour integration while the 
‘sheltered’ sector has often interpreted regulations emanating from 
Brussels as a threat to Swedish levels of spending and welfare.'2° 

Chapter 6 brings together the main findings of previous 
chapters and applies them to the contemporary policy context. Can 
Sweden still be placed in the category of concertated labour market 
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regimes, or has the break with the past been of a structural nature? 
The chapter also investigates the relationship between the two 
wings of the labour movement. To what extent is the labour 
movement united today? What forms does collaboration take, and 
how attractive is it for LO (regarding labour and welfare legislation) 
and SAP (regarding electoral mobilization and financial support)? 
None of the answers provided in this chapter is definite. Consid- 
ering the uncertain nature of political arrangements, best mani- 
fested in the election victory of the centre-right in 2006, answers 
provided can at best be tentative. Still, the ones supplied offer a 
workable framework on which to assess the real policy effects that 
changes since the 1970s actually have had on public policy. The 
VoC literature is particularly useful here, as it draws attention to the 
increasing costs associated with exit from a historically crafted and 
institutionally reinforced pattern of political economy. In the case 
of Sweden, the paradigm of a highly skilled workforce coupled with 
extensive labour law protection and a level competitive playing field 
had generated advantages that employers did not wish to undermine. 

Chapter 7 concludes by demonstrating the usefulness of adopt- 
ing an institutionalist approach in studying the Swedish Model. It 
underlines the heavily path-dependent nature of developments in 
the Swedish labour market and the welfare arena that resulted from 
a synthesis of labour- and employer-centred preferences. It also 
underlines the most important lessons that the Swedish case has to 
offer to social democrats in Europe and beyond. 

The Swedish Model is a loosely constructed theoretical inven- 
tion that has been interpreted in a multiplicity of ways over time. 
The starting point of the present analysis places the emphasis on 
the Saltsjébaden pattern of labour market regulation agreed upon by 
LO and SAF. Still, an analysis of its evolution would be limited if a 
core feature of Swedish political economy was left out. This is the 
alliance between SAP and LO that has historically played a decisive 
role in Swedish public policy. It also set in motion social demo- 
cratic policies that inspired much of the theoretical work on power 
resources and class analysis. 
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A full understanding of social democratic politics also requires a 
sound theoretical starting point. Institutional analysis provides a 
robust framework of discussion and synthesizes continuity and 
change by evoking the salience of path-shaping strategies in form- 
ative moments and the influence of path dependence in increasing 
the costs of radical policy overhaul. Existing theories on the 
Swedish Model have revealed important insights as to its growth 
and crisis, but little analytical light has been shed on its operation 
since the 1990s, especially in the English-language bibliography. It 
is this gap that this book seeks to fill. By doing so, it aims to reveal 
the fruitful results of a theoretical synthesis of institutionalism that 
assigns due weight to ideational inspiration and cost-dertved 
political activity. It is this interaction that accounts for measured 
rather than transformative, or evolutionary rather than revo- 
lutionary, change in labour politics. 


2, 
The Growth Years 


The Swedish people have long been imbued with a feeling of 
‘proto-national’ character, adding to their identification with the 
homeland and as a result of the fact that the state has been in 
existence since the thirteenth century.! The special status and level 
of influence that the aristocracy and the peasantry enjoyed was 
decisive in the formation of democratic principles and party 
alliances in the twentieth century. On the one hand, the nobility 
was traditionally the most important of the four Estates that made 
up the Diet, or proto-Parliament, where interest representation 
took place, until the two-chamber system was introduced in the 
1860s.2 It was not elected, unlike the other three Estates: the 
peasants, the burghers and the clergy. 

The aristocracy had a prominent social status and enjoyed 
privileged access to the King by dominating his Council. None- 
theless, the influence of the nobility on the economy was dispro- 
portionately small even in the fifteenth century. It only owned 
about 10 per cent of the land, compared to about 50 per cent 
owned by independent peasants.2 By the seventeenth century 
Swedish aristocrats were dominant in the civil service and the 
military rather than in land ownership, and any threat of absolutist 
tendencies was effectively countered by the combined strength of 
the crown and the peasants.+ Also, the aristocracy was heavily 
involved in commercial and economic life and urban affairs, and 
this paved the way for the smooth transition to a fully democratic 
system in the early twentieth century.5 

The characteristics of the peasantry also prevented the evolution 
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of Sweden towards a feudal society. The absence of feudal social 
structures enhanced the possibility for a working class—farmers’ 
alliance in the 1930s. Peasants, represented in one of the four 
Estates, owned substantial areas of land.° Moreover, their tradition 
of collective self-organization meant that they retained a high 
degree of independence from the ruling elite and played a decisive 
role in the formation and strengthening of an egalitarian move- 
ment.’ The Parliament (R7dsdag) has been in existence since 1435.8 
The opportunity to express collective interests was successful in 
instilling a spirit of negotiated compromise among the main social 
groups. 

Interest representation and the checks on monarchical 
absolutism meant that people were more inclined to seek the 
defence of their interests through mediation and compromise 
rather than the exercise of power. The 1809 Constitution 
renounced the right of the aristocracy to own privileged land and 
offered equal rights to all Estates.!° 

With regard to the state apparatus and until the middle of the 
nineteenth century, the privileges of the nobility continued to 
dominate the bureaucracy. A meritocratic system of selection for 
public administration recruitment continued to be beyond the reach 
of the non-aristocratic elements of society until 1866, when the 
privileges of the nobility were abolished.!! However, the bureauc- 
ratization of the state apparatus and the principle of accountability 
for political deeds were established early. As far back as the 1730s, 
the Estates had the power to scrutinize all actions and decisions of 
Diet members. 

They sought to exercise this right with great enthusiasm. 
Through these proceedings ‘the principle of ministerial respon- 
sibility to parliament was rigorously enforced’. Core tenets of 
modern administrative machinery were put in place at the start of 
the Great Power period between 1620 and 1720. It was then that 
the King and his consultative Council decided to enhance the 
strength of the army, and train a more competent and efficient 
civil service. During the reign of Charles XI (1660-1697), the 


THE GROWTH YEARS 33 


re-nationalization of land allowed for the expansion of the tax base 
and further administrative reform sought to establish meritocratic 
principles for promotion on the bureaucratic ladder.'3 

By the time the Age of Liberty!* (1719-1772) had arrived, two 
crucial trends had been consolidated. First, peasant land ownership 
increased from 31.5 per cent in 1697 to 46.9 per cent in 1772 and 
independent peasants could purchase ‘noble’ land.!> Second, a 
‘politically effective and socially conscious middle class’ was on the 
rise, leading to over half of civil servants being drawn from the 
non-noble sections of society in 1772.16 When the King reverted to 
restrictive measures after the Napoleonic wars, the steadily growing 
liberal opposition was able to press for reforms and secured a series 
of measures that transformed the political and social landscape. The 
Departmental Reform of 1840 officially introduced the principle of 
ministerial responsibility for the various Departments of State, and 
in 1842 compulsory school education was introduced. The guilds 
were abolished in 1846, women’s rights were recognized in 1858 
and religious freedom was established in 1860.!7 


Democratization, Urbanization, Industrialization 
Swedish democratization acquired an evolutionary, gradual charac- 
ter through a series of reform Acts passed in 1866, 1909 and 1918. 
At the same time, rapid industrialization set the pace for the 
transition from a rural to an urban polity and the rise of an 
industrial working class. Building on the previous reform packages, 
the 1866 parliamentary reform recognized the rise of an industrial 
middle class, while peasants formed the largest parliamentary bloc.!® 
Still, the reform was designed to appease the conservative elements 
of the establishment, as the franchise remained very restricted.!° 
Rapid economic development and the resulting social change 
meant that by the beginning of the twentieth century and when the 
issue of the Union with Norway was resolved, pressure was mount- 
ing for an extension of the franchise to all. 

In 1909, the Conservative government of Arvid Lindman 
passed a patlamentary motion that introduced proportional 
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representation to both Houses of Parliament and a universal, equal 
franchise to the second Chamber.2° In 1917, a coalition of Liberals 
and Social Democrats took office, as the King was now obliged to 
appoint a government with a majority in the second Chamber. The 
new government swiftly introduced a constitutional amendment for 
equal and universal suffrage in both Houses. The Conservative 
First Chamber initially blocked the reform, but social unrest, the 
pressure of influential bankers and industrialists wary of social 
revolution and the recent Bolshevik Revolution in Russia forced 
the Conservatives (4i/manna Valmansforbundel) to accept it.2! By 
1920 Sweden had become a fully fledged parliamentary democracy. 

As elsewhere in Europe, political change was taking place 
against a backdrop of rapid economic transformation. The foun- 
dations for economic development were put in place in the 1840s 
when a modern banking system was founded and trade controls 
removed.” In the 1850s and 1870s, high international demand for 
Swedish timber and iron brought about the first signs of industrial 
development. In the 1870s, the sawmill industry developed and 
about ten years later the chemical pulp industry began to flourish.” 

Foreign capital began to pour into Sweden, and modern rail 
connections were established. Between 1870 and 1914 ‘lumber and 
forestry products, mining and metal-working, electrical engineering, 
and modern consumer industries’ all grew rapidly.24 From 1870 to 
1900 the number of people employed in agriculture dropped from 
72 to 36 per cent,?> while the percentage of workers employed in 
manufacturing, building and the mining industry increased by 14.8 
per cent between 1880 and 1910.26 By the early twentieth century, 
Sweden had been transformed from an essentially agricultural 
society to a rapidly expanding industrial nation with more than half 
of the population residing in cities.?7 

Sweden’s late industrialization gave rise to large and concen- 
trated industrial firms. The cooperation between business leaders 
and, later on, between business and the state, became easier.28 The 
rapid transformation of the economy went hand in hand with the 
growth of popular movements. At a time when the brvk, the old 
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rural factory, was becoming less important the Temperance 
Movement, itself an offshoot of the Free Churches that had broken 
away from the Lutheran Church, was founded. Fo/k (comprehen- 
sive) high schools were established in 1868 and soon spread across 
the country, while the producers’ and consumers’ cooperatives 
were founded in 1899 and 1905 respectively. 

It was, however, the labour movement that came to play the 
most prominent role of all popular movements. Rapid industrial- 
ization and the intensification of work meant that conflicts between 
workers and employers intensified. The first major strike occurred 
in 1879 and was organized by the Free Church and Temperance 
movements.” The state sought to contain the militant tendencies 
by setting up the Workers’ Insurance Committee (Arbetare- 
forsdkringskommittén) 1 1884. The Commissions set up to look into 
the Committee’s proposals decided to reduce the insecurity of 
labour through an insurance system and to include representatives 
from both labour and capital in the Social Insurance Board.*° 

It is noteworthy that the inclusion of the nascent labour move- 
ment as a part of the state apparatus was suggested even before the 
Social Democratic party was formed in 1889. The legitimacy of the 
labour movement as a stakeholder in the formation of the new 
Swedish political economy, sealed in Sa/tsjébaden, was prepared a lot 
eatlier and in line with the liberals’ desire to incorporate labour into 
state structures. A pattern of compromise on labour issues between 


representatives of labour and capital began to emerge.*! 


The Labour Movement and Early Industrial Relations 
In 1881 August Palm delivered the first socialist speech in Malmo, 
initiating an intense period of socialist agitation that included crafts- 
men, unskilled labourers and the unemployed.*? Upon the initiative 
of Palm, various social democratic clubs, organizations and trade 
unions formed the Social Democratic Party in 1889, the first 
modern political party to operate outside the Riksdag.*3 Nine years 
later, the trade union branch of SAP formed LO. 

The Swedish labour movement was built on strong grounds for 
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two teasons. Firstly, as elsewhere in western Europe, the same 
people created the party and the unions. As Hjalmar Branting put it 
in 1898, ‘the labour movement is a single entity, working in a trade 
union direction and in a political direction, neither stifling the other 
but supporting each other’.4+ Secondly, both SAP and LO origin- 
ated from below and facilitated the development of a movement 
with organizational links to all parts of the country.*° 

In 1892, the socialist youth movement (Sveriges Socialdemokratiska 
Ungdomsforbund) and the Stockholm Public Women’s Club (S%ock- 
holms allnanna kvinnoklubb), a forerunner of the Federation of Social 
Democratic Women (Socialdemokratiska  kvinnoforbundet), were 
founded.*6 The various branches of the labour movement organ- 
ized a series of cultural activities. Libraries, theatres and literary 
works were incorporated in the Fo/kets Hus (Community Hall) and 
Folkets Park (People’s Park) that started springing up in different 
parts of the country.*’ The creation of the Workers’ Educational 
Association (Arbetarnas Bildningsforbund, ABF) in 1912 facilitated the 
teaching of economics, political science and contemporary history 
to large masses of workers. Lack of formal schooling was thus 
compensated for by the party’s organizational strength. 


The Social Democratic Party 
Social democrats taking part in elections need to appeal to non- 
working class elements to win, as the working class constitutes a 
minority of the voting electorate. On the other hand, the broad- 
ening of their appeal is likely to undercut working class support and 
hence reduce their chance of success.** This trade-off has been a 
peripheral issue for Swedish social democracy from its very incep- 
tion. In its first party programme in 1897, SAP clearly stated its 
willingness to introduce socialism ‘by degrees’.3? Seven years later, 
SAP tepresentatives to the International Socialist Congress 
refrained from supporting Karl Kautsky’s proposal that rejected 
collaboration with bourgeois parties.*° 

The line of thought aspiring to socialism introduced through 
democratic means had a strong following, expressed mainly 
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through Hjalmar Branting, SAP’s first leader (1889-1925). Branting 
stated in 1886 that he adhered to a Marxist interpretation and 
analysis of the economy and society, but insisted on the need for 
reformism to improve the plight of the oppressed and needy.*! His 
intellectual abilities, combined with a deep sense of humanism and 
optimism, made Branting very popular. It also made the SAP an 
electoral force to be reckoned with, as well as a pragmatically 
oriented party. From the start of the twentieth century until the 
1920s, leading figures in the Social Democratic Party went beyond 
an economy-based definition of social democracy and expanded 
their analysis to incorporate spiritual and humanitarian needs. In 
the process, the Swedish Social Democrats started developing a 
framework of operation that they would first be able to put into 
practice in the 1930s, when the influence of certain policy entre- 
preneurs allowed them to shape the contours of public debate. 
More importantly and in contrast to other socialist parties in 
Europe, SAP adhered to an undogmatic and flexible interpretation 
of Marxism from its very inception. As Sheri Berman has shown, 
this proved decisive in fostering social democratic hegemony in the 
years to come and avoid the collapse of liberal democracy as 
witnessed in Germany, Italy and beyond. 

The evolution of the Swedish state and the character it had 
assumed over centuries persuaded the Social Democrats to treat it 
as a potential ally. Hjalmar Branting emphasized in 1902 that the 
state was not necessarily an instrument of class domination. It 
could play a critical role in alleviating the misery of the poor and 
assist them in improving their material conditions.* In a speech 
delivered in October 1906, Branting went on to explain the con- 
tribution of Marx to SAP thinking and praised the notion of social- 
ism. Pointedly, he stressed that SAP would retain the essentials of 
Marxism despite the fact that the latter’s thought was not infallible 
and that socialism would only be achieved ‘step by step’.*4 

Ernst Wigforss went as far as embracing individualism as early 
as 1908, and to the extent that individual freedom was conducive to 
the transformation of society along socialist lines.4° For Swedish 
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social democracy Marxism thus often became associated with the 
goal of a better and fairer society, described and analysed along 
humanitarian principles and centred on a core of ethical beliefs. 
The country’s liberal state tradition contributed to an interpretation 
of socialism that could appeal to large parts of the liberal, urban 
middle classes. At the same time, the party benefited from its near- 
total exclusion from political influence at the end of the nineteenth 
century, thus making political reform an immediate political goal. In 
countries where political participation by the left was more pro- 
nounced, such as France and Germany, adherence to Marxist 
dogmatism and a rejection of reformism dominated inner-party 
debates.‘ 

Strong reformist tendencies in the party’s top echelons did not 
mean the immediate rejection of socialization and the class struggle. 
The 1914 SAP programme reiterated earlier calls for the working 
people to be allowed to enjoy the fruits of their labour to the full. 
However, the party’s reformists, led by Branting, succeeded in 
broadening the party’s self-identification beyond the working class. 
In the same party programme, capitalism is said to oppress not only 
the working class but also ‘small traders and peasants’.4’ Though 
the official goal of socializing all land was still part of the pro- 
gramme, at the party conference three years earlier social democ- 
racy had been conceived as a force of unity for all ‘small folk, 
including workers and farmers.*8 A concentration of agricultural 
units was, according to writings of Branting dating from 1907, all 
but inevitable.49 A community of interests between workers and 
agricultural labourers was therefore a distinct possibility. Axel 
Danielsson, one of the SAP’s foremost intellectuals, adhered to the 
view expressed by Georg von Vollmar in the German SPD that 
small farmers and industrial workers shared a community of 
interests; small-scale agricultural workers should thus be treated 
differently from large landowners.” 

Class conflict as analysed by Marx and adhered to by the SPD 
among others did not fit the evolution of the Swedish polity. 
Society was organized along non-feudal lines with an independent 
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peasantry and a weak bourgeoisie and aristocracy. The precon- 
ditions for class conflict were absent, and this factor played a 
decisive role in the relatively easy takeover of the party by the 
reformists. In 1917 the SAP joined the Liberals in government for 
the first time and revisionist socialist principles became official 
party policy.5'! The communist wing of the party broke away, and a 
year later the SAP—Liberal coalition that introduced universal 
suffrage was formed. Branting extolled the two parties’ cooperation 
by expressing his ‘greatest of satisfactions’ for the work done, 
rejecting not only the inevitability but also the desirability of a class 


war.>2 


SAP in the 1920s 

The positive effect of SAP reformism was an increasingly attractive 
political package striking a successful balance between socialist 
ideology and political reality. There were two problems, however: 
on the one hand, a confused political message, exacerbated by 
internal divisions over the direction of party policy. Branting and 
his followers had managed to make reformism widely acceptable, but 
party radicals refused to shift their attention from the working class.> 

Moreover, SAP was unable to formulate an alternative 
economic strategy to the one advocated by the bourgeois parties. In 
1920 the SAP considered nationalizing key industries. In that year, 
the party’s programme was extensively revised for the first time, 
detailing the reasons for the existence of poverty and economic 
inefficiency through the existence of capitalism.*+ Still, the pro- 
gramme remained conspicuously vague as to what shape an alter- 
native economic order would take. The government was reluctant 
to proceed with a move that would be interpreted as contrary to its 
moderate profile. 

After setting up a Nationalization Committee to look into the 
issue, the government issued directives to the committee diluting 
the analysis of the party and repudiating the general principles of 
its position.®6 After criticizing the existing economic mode as 
failing the interests of society, it called for a form of economic 
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organization that would serve the general public by fostering free 
initiative. In order to make the point explicit, the directives rejected 
a ‘schematic nationalization of total production’ as antithetical to 
the goals of Swedish social democracy.** Throughout the 1920s, at 
which time they held power three times for a total of four years, the 
Social Democrats refrained from legislating on the nationalization 
issue — indeed, the issue was totally forgotten, only to reappear in 
1932. After this experience in government, the party started 
behaving more and more, both inside and outside Parliament, as a 
normal party.*? 

On general economic policy, the 1920s Social Democratic gov- 
ernments were reluctant to differentiate their policies from those of 
other parties. The country suffered a heavy depression in the early 
1920s. Nonetheless, the government was determined not to derail 
the possibility of an economic upswing by raising wages paid on 
public works too much, lest this upset the market. Depression and 
deflation were held to be cathartic phenomena that would restore a 
functional equilibrium to the economy and stimulate a recovery. 

The obsession with the need to return to the gold standard with 
the 1914 parity added to the economic difficulties. Despite a 4 per 
cent rise in real export volumes per year, structural unemployment 
continued to hover around 10-12 per cent throughout the 1920s. 
The Social Democrats saw this as part of the business cycle. SAP 
was relatively weak and divided, split as to the future direction of 
society and lacking a coherent message.°! Losses in the 1928 
elections were the first serious setback in its history and prompted a 
major internal debate as to the causes of the setback. 


Industrial relations ‘on the way to Saltsjobaden’ 

Craft unions dominated the early years of unionism, mainly as a 
result of brv& industrialization and the absence of large-scale indus- 
trial unions.°? Shoemakers, tradesmen and printers formed the first 
Swedish unions in the 1880s. By 1910, however, this picture had 
changed, as social democratic emphasis on the need for better 
organization and a shift to large-scale industrialization brought 
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many unskilled industrial workers to the cities and reduced the 
ranks of artisans. The early years of industrialization were charac- 
terized by anarchic conditions in the labour market with no legal 
right to strike and a staunch refusal by employers to sign collective 
agreements. This resulted in a high number of industrial disputes. 
From 1890 until 1930 Sweden led the industrialized world in strikes 
and lockouts. In 1928 alone five million workdays were lost due to 
work stoppages. 

Rapid industrialization after the 1890s shaped new conditions 
for the labour movement. A large number of agricultural labourers 
migrated to the cities in search of employment and joined trade 
unions. By 1907 Sweden’s unionization rate was 48 per cent, the 
highest among all industrialized countries.® The strike weapon was 
seen as especially potent, but the effectiveness of strike action was 
called into question as employers easily defeated costly disparate 
strikes. The party realized the futility of supporting unorganized 
strike actions and often described such action as meaningless. 

LO had for the first ten years of its existence been dominated 
by craft unions with a loose sense of comradeship. By 1908, how- 
ever, its sense of common political purpose had increased. Whereas 
in 1905 only 16 per cent of the working class turned out to vote, in 
the 1908 elections the equivalent figure was 25 per cent.°® The 
loose, decentralized organization created in 1898 was now begin- 
ning to integrate its operations to respond to the proliferation of 
collective agreements and the growing organizational capacity of 
the employers’ organization SAF (see below). The latter helped in 
the growth of LO too. SAF was committed to dealing only with 
LO unions in industry and, along with LO, disapproved of splinter 
and minority unions. Its strikebreaking activities against com- 
munists and syndicalists helped LO in membership recruitment. In 
1910 the Central Organization of Swedish Workers (SAC) was 
formed as a splinter from LO. The power of LO has usually 
ovetwhelmed it. By the end of the 1990s, SAC had a membership 
of about 10,000 employees.” 

Relations between the unions and SAP were tested by the issue 
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of compulsory affiliation of LO members to the party. Even before 
the official formation of LO, union leaders attempted to withdraw 
any references to compulsory affiliation from the Confederation’s 
statutes, while the party launched a strong campaign to include such 
a reference. The first LO Congress in 1898 did include the oblig- 
atory affiliation clause forcing every LO union to become affiliated 
to the party after a maximum of three years after its inclusion in 
LO.” Additionally, the constitution of LO prescribed that the SAP 
would appoint two out of the five members of LO’s executive 
committee. The first LO President, Fredrik Sterky (1898-1900) was 
not a union member but ‘an active Party leader’.7! 

However, growing opposition by many unions and the refusal 
of eleven union associations to join in 1898 led to the withdrawal of 
the compulsion clause in the 1900 Congress.’ Instead, LO ‘recom- 
mended’ the affiliation of member unions to the Workers’ Com- 
munes (Arbetarekommun), the party’s local organizations. The same 
Congress ended the right of the party to appoint two members to 
the LO executive committee. Finally, the 1908 SAP Congress 
decided to introduce the right to reservation, thereby giving every 
member of an affiliated union the right to remain outside the party. 
A year later LO dropped the recommendation clause altogether and 
the question was transferred to the local union organizations.” 

What the compulsory and collective affiliation dispute reveals is 
that an interest-based approach dominated the labour movement 
even before Saltsjibaden. The relationship of mutual dependency 
between party and unions in the 1890s was transformed into one of 
party dominance, to be levelled out again later with the growth of 
LO. Additionally, the larger and more independent unions cam- 
paigned from the start for more autonomy from the party while the 
smaller unions favoured closer ties with SAP.74 

Employers were quick to recognize the general strike of 1902 as 
a sign of worker radicalization. In response, they formed the 
Employers’ Confederation, SAF, in the same year.’5 At that time a 
discrepancy existed between unions that controlled the weapons of 
conflict — the local unions; and those responsible for the economic 
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consequences of strike actions — the nationally organized unions.” 
Consequently, both unions and employers saw fit to increase their 
level of internal coherence in order to confront each other more 
effectively. 

As early as 1904, SAF had defined its principal goals as wage 
standardization and the freedom to work, both of which could be 
achieved through collective agreements.” These were mostly con- 
fined to the local level and applied to a single workplace. In 1908, 
43 per cent of workers had workplace agreements, 33 per cent 
local, 8 per cent regional and only 16 per cent national ones.’ 
Moreover, SAF designed a strike fund that functioned along the 
lines of an insurance company, specifying the obligations of SAF 
co-owners in cases of industrial disputes as well as the amount of 
compensation a company could claim. Annual fees paid by com- 
panies went straight into the coffers of the fund. SAF was allowed 
to decide what course of action the individual companies would 
take and thus managed to absorb other employer associations.7? A 
year after its formation SAF already had 101 member companies, 
and four years later that number had increased ten times.°? From 
1907 SAF became the undisputed leader among private sector 
employers’ associations.*! 

LO, on the other hand, was strengthened by its intimate links 
with a growing social democratic party and the introduction of the 
ownership principle (dganderattsprinapen). According to that prin- 
ciple, all workers with a common employer organized in one union 
and signed a single collective agreement.8? The pattern of LO fol- 
lowing the lead of the employers regarding its operational structure 
was established, and it would be repeated in the 1950s and the 
1990s. 

The limitations and patchy results of strike actions were also 
recognized and the prelude to Saltsdbaden was achieved in the 1906 
‘December Compromise’. According to that agreement, LO had 
won the right to organize and bargain collectively, while SAF 
retained the right to ‘hire and fire’ and to organize production.® 
The Trade Union Confederation emerged triumphant, as the right 
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to organize had previously been rigorously contested. However, 
tensions between the two sides did not diminish and in 1909 a 
General Strike was called by LO after the declaration of an 
employer lockout. The result of the strike was a big defeat for the 
unions, which saw their membership decline drastically. 

This sparked a thorough internal debate in LO and bolstered 
the big unions’ call for centralized control. Relations between LO 
and SAF, and between the Social Democrats and LO remained 
conflict-ridden until the 1930s. LO viewed industrial relations 
legislation as serving the interests of the employers or, at any rate, 
those of a state set against the working class. A lockout by SAF in 
the building industry, after the first minority SAP government had 
presented an ambitious housing policy programme, led to a 
protracted dispute. The governmental proposal for ending the 
conflict was emphatically rejected by the union leadership, regard- 
less of the consequences that such a stance could have for SAP in 
the upcoming parliamentary elections.* 

The breakdown of corporatist institutions at the beginning of 
the 1990s has often been seen as symptomatic of the dissolution of 
the Swedish Model. It has been argued that the early inclusion of 
the labour market partners in corporatist arrangements paved the 
way for the domination of the reformist wing of the labour 
movement over its more radical elements.* In a similar fashion to 
other west European states, there was a strong correlation between 
long tenures of Social Democratic governments in office, a trade 
union confederation institutionally linked to the social democrats 
and a high degree of corporatist influence in public policy. 

Furthermore, both sides in the labour market became 
acquainted with the idea of representation in boards and agencies 
of the state before the introduction of equal and universal suffrage. 
In a homogenous society, the importance of class was accentuated 
and the emergence of corporatist bodies of representation facili- 
tated the integration of diverse interests into orderly modes of 
representation. Lipset’s argument on the positive correlation 
between working-class radicalization and the rigidity of the class 
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system before the First World War’? was not upheld in the Swedish 
case. 

Two core variables should be added to this analysis. These are, 
on the one hand, the historical development of the Swedish state, 
which has allowed the constellation of social forces in a manner 
conducive to broad coalitions under the banners of labour and 
capital respectively. On the other hand, the political transformation 
of the Swedish state through the electoral dominance of the Social 
Democrats for more than four decades was also important. Union 
representatives declined to become fully engaged in the proceedings 
of the new bodies until a Social Democratic government was 
returned to power. The effective functioning of corporatist institu- 
tions, therefore, is intimately linked to the strategic calculations of 
both labour and capital in the 1930s as to the prospective 
dominance of the state apparatus by the Social Democrats. 

The first institutions where employees and employers were 
equally represented were established in 1902 through local labour 
exchanges and in 1903 in the form of public employment offices.%8 
Social Democratic fears that the absence of universal suffrage 
would favour employers were soon dissolved, and their operation 
was not seriously questioned. The party’s reformism was not merely 
the result of careful political and electoral considerations, or the 
particularities of the state machine. It was also assisted by the fact 
that the unions, albeit reluctantly, took part in the activities of the 
institutions mentioned above. Soon after the employers decided to 
set up their own employment offices in 1907, a series of corporatist 
institutions were established with little or no opposition. These 
were the National Social Welfare Board (Socialstyrelsen) in 1912, the 
National Pensions Board (Pensionstyrelsen) in 1913, and the Work 
Council (Arbetsradet).8° The LO stance towards those institutions 
was negative. The Confederation left the Unemployment Com- 
mission (Statens Arbetslishetskommuission) in 1926 because of the 
dominance of employers and state officials holding ‘overtly liberal’ 
economic views. The Labour Court, meanwhile, was perceived as 
supportive of the employers’ agenda.” 
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In the 1920s that issue was particularly pertinent as employers 
wished to see non-specialized employees working alongside builders 
in the construction industry, particularly at low-growth periods, to 
reduce their high hourly wages.°! Employers were able to do so 
because of the unemployment policy introduced in 1918 according 
to which the unemployed, instead of receiving benefits, were sent 
to different regions in the country to perform relief works.°? The 
high wages of builders had a negative impact on the remuneration 
of metal workers and made them susceptible to communist appeals. 
Inter-industry pay differentials were threatening LO cohesion. 


Social Democratic Ascendancy: 
Keynesianism Before Keynes, and the People’s Home 
The electoral setback of 1928 was interpreted as a failure to com- 
bine loyalty to a Marxist understanding of social and economic 
reality with the need to carry out far-reaching reforms.** The 
Liberals exploited fears over Bolshevism to reduce the strength of 
the SAP, while the Farmers’ Party expressed the worries of the 
rural lower classes, arguing that high industrial wages were 
increasing the prices of manufactured products on which farmers 
depended.> The Social Democrats were in need of a new strategy. 
A close circle of intellectuals, led by Ernst Wigforss on issues of 
economic policy and Gunnar and Alva Myrdal on social policy, 
introduced a new understanding of the labour movement. They 
attempted to rationalize Swedish life, arguing that scientific 
principles had to dominate over emotionalism in decision-making.© 
The contribution of Ernst Wigforss in this process is of central 
importance. Up to the end of the 1920s, the Social Democrats 
remained torn between the line adopted by the German Social 
Democrats on the need to destroy capitalism and the British 
Labour Party’s orthodox approach on the need to maintain 
balanced budgets and reduce wages to boost the business cycle.” 
Starting from the late 1920s, Wigforss opened the way for Social 
Democratic dominance. Having studied Keynes’ 1929 pamphlet 
‘Can Lloyd George Do It?’ as well as the Yellow Books of British 
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Liberals, Wigforss could find no causal connection between low 
wages and high unemployment.?® He argued that higher wages 
would increase the purchasing power of consumers and enable 
more outlets for the products of manufacturers, resulting in higher 
employment and growth. In a pamphlet for the 1932 election 
entitled ‘Can We Afford to Work?’ (Har vi rad att arbeta?), Wigforss 
argued in favour of increased levels of public spending to offset the 
lack of private investment.” 

Justifying his thesis on the basis of the rectifying role of the 
state to provide employment and steer production when private 
enterprises failed, Wigforss used social democratic principles and 
combined them with an appeal to a new generation of economists 
whose outlook on the correct equilibrium between the state and 
market had yet to be framed. The economists working on the 
Unemployment Commission soon adopted this new set of ideas. 
The role of the Commission in legitimizing Keynesian ideas was 
decisive, not least because it brought Keynesian economists in 
touch with policy-makers.!0 

Outlining Keynesian views before Keynesianism became 
dominant, Wigforss pioneered a line of thought that dominated 
economic thinking for the next 40 years. It allowed SAP to deliver 
on a range of labour market policies and housing services. Wigforss 
changed the parameters of the unemployment question and allowed 
the Social Democrats to become the party associated with econ- 
omic recovery and sound macroeconomic management. In contrast 
with many other European social democratic parties, the SAP was 
successful in facing off right-wing challenges on the management of 
the economy. 

Over the 1930s and 1940s, Wigforss’ ideas would become 
orthodox due to memories of the Depression and the support they 
received among the Stockholm School economists such as Gunnar 
Myrdal and Bertil Ohlin.'°! His intellectual abilities allowed him to 
formulate a vision of socialism as an offspring of liberal ideas rather 
than Marxist determinism.!° The principal values of Swedish 
social democracy as outlined by Wigforss, resting on (positive and 
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negative) freedom, democracy and security, went a long way 
towards reassuring the middle class about Social Democratic 
intentions and solidified working class support. The Social 
Democrats became the prime beneficiary of the widespread 
acceptance of full employment as an ideological goal.!% 

For all the dramatic changes in the Model’s operation, that 
ideology remains dominant in the Swedish political discourse. In 
2006, the centre-right Alliance for Sweden (4iians for Sverige) used 
the high rates of unemployment as its electoral weapon and won 
the election largely as a result of that strategy. Paradoxically, the 
Social Democrats chose to downplay the issue of unemployment, 
which had acquired high visibility due to high levels of youth 
unemployment, and suffered their worst electoral defeat since the 
1920s. 

The 1933 ‘red-green coalition’ enabled SAP to implement its 
crisis programme to combat unemployment.!"* The Farmers’ Party 
joined SAP in office. At first sight, the agreement is explained by 
the ideological revisionism of SAP following the 1911 Party Pro- 
gramme and the willingness of the Farmers’ Party to support SAP 
in return for state subsidies for agricultural produce.!% However, 
the agreement is also derived from the evolution of the Swedish 
state and the character of the Swedish peasantry, in particular its 
willingness to consider alliances with the social democrats. Social 
democratic revisionism, which was decisive in enabling this alliance, 
is itself a product of societal stratification in the Nordic states that 
allowed both SAP and the Farmers’ Party to display a positive 
predisposition towards collectivism in the 1930s. 

The new policy soon paid off in terms of combating unem- 
ployment. Unemployment fell from 139,000 in 1932 to 21,000 in 
1936. Deficit-financed public works projects led to a demand-pull 
for the manufacturing sector. Currency devaluation and a low 
interest rate regime increased export revenues.!° Marquis Childs 
asserted that due to the efficient growth of the consumer and 
housing co-operatives and the role of the state in averting private 
monopolies, capitalism had been tamed.!” 
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While the economic preconditions for a series of welfare polices 
were put in place, the Social Democrats were expanding on the 
notion of the ‘People’s Home’ (Fo/khemme?) popularized by SAP 
leader Per Albin Hansson in a Ri&sdag speech in 1928. Just like in a 
family home, Hansson declared, the society that SAP strives for is 
one based on mutual trust, assistance and solidarity.!°° Echoing 
Branting, Hansson emphasized that, notwithstanding class origins 
and background, all should be part of welfare Sweden.'° By 
utilizing the ‘People’s Home’ concept so familiar to the masses, 
Hansson popularized a phrase that had fallen into obscurity. His 
handling of the Second World War strengthened his image. 

The conception of the ‘people’s home’ not only used a central 
opposition symbol to convey the social democratic values of security, 
equality and solidarity, but it equipped Swedish society with a power- 
ful symbol of the democratic community in opposition to Nazism. 
Humankind does not live by policy statements and rational choice 
alone, a fact Per Albin Hansson appreciated and utilized by expand- 
ing on an extraordinarily evocative and effective political image.!!° 

At the same time, Gunnar and Alva Myrdal through their book 
The Population Question (Befolkningsfragan) suggested a series of redis- 
tributive and welfare policies.!!! The Social Democrats were attempt- 
ing to forge a progressive coalition of intellectuals, unions and the 
masses to bring about a transformation of Swedish society in both 
material and intellectual terms. As a result of their popular policies, 
they reached the apex of their popularity by winning 134 of 230 
seats in the Lower R&sdag in the 1940 elections, or 53.8 per cent of 
the popular vote.!!? Even under the special circumstances of the 
Second World War, it was a remarkable achievement for any 
democratic party. 


Electoral Hegemony and 

Political Dominance: Welfare Sweden 

As elsewhere in Western Europe, the war experience and memories 
of the Depression permitted the formation of a widespread con- 
sensus across party and industry lines on the positive effects of 
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state intervention. The Keynesian ‘Golden Age’ of Europe’s econ- 
omic recovery was about to begin and the Swedish Social Demo- 
crats were well placed to capitalize on this. 

This did not mean, however, that ideological arguments over the 
function of the public sector disappeared. When the SAP outlined 
the 1944 Postwar Programme, it promised to introduce more 
democracy in the economic sphere. It underlined the need for a 
‘comprehensive political and economic reorganization’ to address 
the fundamental problem of the existent economic system, namely 
the concentration of ownership and capital in the hands of a few 
entrepreneurs.!!3 The 27-point document called for: the social- 
ization of investment decisions (point 18), state ownership of 
monopolistic big companies (point 23), the creation of an admin- 
istrative authority to supervise price, wage and profit setting (point 
24) and ‘increased worker influence over production’ (point 27).!!4 

In the party conference of the same year, Wigforss justified the 
drive for the ‘democratization of industry’ as part of the party’s 
wish to promote enterprise efficiency.!!5 The Postwar Programme 
dressed the more radical passages on nationalization in the language 
of economic productivity. Investing in the country’s social capital 
was the best way to guarantee prosperity in the years to come, 
Wigforss claimed, and labour market policy should aim at full 
employment through worker mobility and a rejection of passive 
benefit-claiming.!'6 

The reaction of the bourgeois bloc and press was fierce. The 
centre right attacked the plans as an attempt to introduce communism 
through the back door and curtail individual liberties. The con- 
servative daily Svenska Dagbladet warned of the dangers of economic 
tyranny, as the leader of the Conservatives attributed the ‘successful 
solution of a number of difficult problems in the 1930s’ to the good 
luck of the government rather than to its policies.!!” Leif Lewin, by 
describing the ideological antagonism over the issue of the state’s role 
in the economy as the fiercest battle in contemporary Swedish 
history,!!® was in many respects pre-empting the reactions caused by 
the labour movement’s proposals for wage-earner funds in the 1970s. 
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Whereas in 1944 the Social Democrats retained 46.7 per cent of 
the popular vote, four years later their share had fallen slightly to 
46.1 per cent. The support enjoyed by the Communist Party 
(Vansterpartiet Kommunisterna, VPS) had dropped from 10.5 to 6.3 
per cent. Moreover, a) the increase in the non-socialist vote from 
42.4 per cent in 1944 to 47.5 per cent, b) the unanticipated 
economic boom that meant higher inflation instead of the pro- 
jected depression and c) the takeover of power in Czechoslovakia 
by communist forces sufficed to persuade the government to 
shelve its socialization plans.!!° 

Nevertheless, a wide range of welfare services funded by general 
taxation was introduced after the war. The government introduced 
preventive health services in 1937, 1938 and 1943, family allow- 
ances in 1947, rent subsidies in 1941, 1942 and the 1948 child 
allowance and care for the elderly.!2° The creation of this web of 
welfare services was premised upon the core features of all Nordic 
states regarding the inclusion of the rural middle classes in social 
policy schemes,!?! but acquired its own Swedish characteristics as a 
result of the country-specific political power constellation. The 
identification of the Social Democrats with the universalist welfare 
state was not a consciously planned policy but largely a reaction of 
the party to the reorientation of its main political opponent, the 
Conservatives, and the need to enhance its appeal to the middle 
class. While this is not to deny that the foundations of the 
renowned ‘Nordic welfare states’ were laid in the 1930s,!22 it is 
important to assess the development of the welfare state as a 
historically informed process, intimately linked to the origins of the 
Swedish polity and its century-long evolution. 

The Liberals decided on the introduction of the first “People’s 
Pensions’ (Fo/kpension) in 1913. The Social Democrats accepted the 
principle of universal, tax-funded pensions, as small employers and 
farmers constituted a significant constituency that often relied on 
poor relief. The measure would also assist the party in its quest for 
power after the electoral reforms of 1907 and 1909.!3 Swedish 
economic development was dissimilar to the industrialization 
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pattern of Germany or Britain; therefore, contribution-based social 
insurance had little chance of success. The 1946 Pension Law 
extending a flat-rate universal pension to all on top of means-tested 
benefits was premised on the principles and structures founded 35 
years earlier.!24 

The opponents of universalism and supporters of a means- 
tested alternative included Prime Minister Per Albin Hansson, 
Ernst Wigforss and later Prime Minister Tage Erlander.!25 The 
Conservatives, erstwhile opponents of extensive social welfare, 
changed their policy on the issue in 1946 to appeal to the increasing 
ranks of salaried employees: party competition to attract middle 
class support ensued in the 1950s.!2° The Social Democrats were 
exposed to the argument that their historical role had by that time 
been fulfilled. The theory was that the introduction of universal 
social policies and a series of labour market institutional measures 
to combat unemployment now created space for individual 
empowerment rather than collective solutions.!2’ 

The SAP leader and Prime Minister Tage Erlander (1946-69) 
played an important role in securing the dominance of the Social 
Democrats by building on the fo/khem ideology. Throughout the 
1950s and 1960s, Erlander emphasized that in an ever-more 
affluent society people will demand more services and welfare 
provision to satisfy their needs. The state’s new role in guaranteeing 
financial security to more and more people in the country arose out 
of what Erlander called ‘the rise of new expectations’.!?8 

To meet new demands, the SAP stressed the need for collective 
efforts by state and society. Moreover, after outlining the 
achievements of SAP on full employment and a comprehensive 
housing policy, Erlander pointed out that ‘social Sweden’ had not 
yet materialized.!29 On that basis, the Minister for Social Affairs 
Gustav Moller outlined his plans for a continuation of reforms in 
housing policy and child allowances and promised an increase in 
the value of both programmes to offset the loss in money value 
caused by inflationary tendencies triggered by the Korean War.!3° 
The Keynesian compromise increased confidence in economic 
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performance and created a consensus around the notion that 
demand-led management could now avert the crises previously 
regarded as unavoidable in a capitalist economy.'3! In the 1956 
election, the SAP received 72 per cent of the working class vote 
and 24 per cent of the middle class vote.!% 


The Swedish Model and the Historic Compromise 

The agreement reached between LO and SAF in Saltsjobaden set the 
foundations for the Swedish economic miracle. It secured an 
amicable relationship between the Social Democrats and SAF, which 
went a long way towards securing Sweden’s long-term prosperity. 

By the 1930s, SAF had achieved a high level of centralization 
and exerted tight control over its members. Moreover, it realized 
that the electoral dominance of the Social Democrats and steady 
rates of union growth created an unfavourable environment for 
unilateral action.!°> At the same time, the People’s Home ideology 
tamed SAP radicalism, and the role of industry in building a 
prosperous country was bound to be vital. On the LO side, the 
growth of the SAP meant that the leadership was more willing to 
collaborate with employers. High levels of industrial strife 
hampered economic expansion. 

Finally, the institutional preconditions for the Agreement were 
put into place by 1938 through a series of Acts, such as the 1920 
Act on mediation in industrial disputes, the Act on collective 
bargaining in 1928 and the 1936 Act on freedom of association.!34 
Importantly, SAP encouraged the growth of LO and its affiliated 
unions in the 1930s by making the unions responsible for the 
administration of unemployment insurance (a-kassa), despite initial 
union protests.!3> Union membership was encouraged with non- 
union members saving on the membership fee but benefiting 
through union-negotiated wage increases. In the 1970s unem- 
ployment benefit societies were created and the burden of financing 
the system shifted towards the employers. Throughout the process, 
the unions have remained responsible for administering the 
system.!36 Recent changes in the relevant law, however — most 
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recently in 2007 — have weakened the link between a-kassa and union 
membership, sharply reducing the number of a-kassa members. 

The Saltsj6baden Agreement of 1938 established the core prin- 
ciple of self-regulation in the labour market. Unions and employers 
committed themselves to direct negotiations for the implemen- 
tation of labour law through the Labour Market Council that was 
expected to expand collective agreements to the industry level.!°” 
The agreement stipulated negotiations in cases of industrial dis- 
putes during a collective agreement, and included concrete rules 
governing dismissals and lay-offs. The last-minute LO attempts to 
withdraw paragraph 23,!38 stipulating the right of managers to man- 
age their companies as they saw fit, failed.!3° The two sides agreed 
on the principle of social partner autonomy whereby the state 
would be excluded from negotiations not only on the determination 
of wages but also on the implementation of labour law. Saltyébaden 
signifies the moment when unions and employers acquired 
tremendous powers in labour market regulation. Some of these 
powers have been curtailed since then, but most remain intact. 

A bipartite system was created. SAF wished to see such an out- 
come from the very beginning, fearful as it was of the increasing 
power of the Social Democrats. It is less clear why the unions 
would agree to such an outcome. In fact, the Agriculture Minister 
Per Edvin Skold suggested a tripartite system of wage determination 
to add state power to LO’s decentralized form. LO President 
August Lindberg (1936-47) was sympathetic to the idea despite the 
opposition of some big unions, such as Mefa//, which pushed for 
centralization.'0 Tripartite corporatism was defeated when SAF 
informed LO that such a proposal could not be accepted. LO aspired 
to a central agreement with the employers to satisfy its members’ 
calls for higher wages and pursue its centralization aspirations. It 
informed the government that tripartism had been rejected.!*! 

Por a number of decades, samforstand became the order of the 
day. Willingness to compromise and reach mutually acceptable 
solutions was displayed by both sides. Works councils were estab- 
lished in 1946, and remained in force until 1977, to provide 
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employees with information and advice on the pace and type of 
changes at the workplace. These councils were established by mutual 
agreement rather than legislation.'4# Employers became involved in 
information gathering and research by appointing several experts to 
different state commissions and establishing links with the 
government through organizations such as the Industrial Research 
Institute Industriforskningsinstitu) to advise the state machinery.'*% 


The Rebn-Meidner model and pension reform: a union-controlled government? 
The Saltsjébaden Agreement favoured industrial unions. Some LO 
unions, Bygenads and the Transport Workers’ Union (Transport- 
arbetareforbundet; “Transport) among them, refused to sign it.!4+ This 
reaction brought to the surface the fact that LO’s constitutional 
structure had remained decentralized. The Confederation’s co- 
signing of the Agreement meant that it was now responsible for 
maintaining industrial peace, and was thus obliged to curtail the 
individual powers of its unions. 

In 1926 the LO Secretariat decided that dissolved unions should 
merge with others to create viable unions. This way, the Confeder- 
ation gained a decisive say over the reorganization of unions and 
could keep out mavericks that did not wish to affiliate with a bigger 
union.’ Constitutional changes meant that LO centralized its 
operations. In 1941 momentous changes were made. The Confed- 
eration gained the right to decide over the right to strike and, 
through the principle of ‘representative democracy’, made Congress 
the highest decision-making organ. Power was structured in such a 
way that even marginal support by union members over any given 
issue was translated in Congress as unanimous support by that union. 
Individual issues slowly replaced general debate on the policy line, 
thus forestalling the formation of solidified blocs opposing the 
leadership.'#° The institutional reorganization of LO allowed its 
centrist/liberal elements to dominate over more militant elements. 
That the LO commanded great leverage over the government and 
labour market policy in the postwar years is the clearest example of 
that. 
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In 1936 and 1937, the Social Democrats set up an Efficiency 
Enquiry and a Committee of Unemployment Experts respectively 
to offer advice on the unemployment question. Their findings 
resulted in the creation of the Labour Market Commission (Arbers- 
marknadskommission, AMIS) in 1940 and the Labour Market Board 
(Arbetsmarknadsstyrelsen, AMS) in 1948.'47 The role of AMS was to 
achieve full employment through a seties of active policy measutes, 
mainly workers’ retraining and occupational mobility, which would 
be set by the Board with a minimum of governmental interference.'48 

The government ensured that the institutional set-up of AMS 
was weighted in favour of the unions, as the board included more 
union than employer representatives. SAP would thus be able to 
count on AMS to help with the delivery of social democratic 
policies.'49 AMS undertook responsibility for unemployed people 
who were not covered by benefit schemes. Emphasis was placed on 
strengthening AMS through generously funded public campaigns 
underlying the salience of an active labour market policy and the 
desirability of full employment. In fact, SAF supported AMS when 
the opposition attacked it in the 1960s.!°° To the extent that AMS 
delivered on the goal of more employment, employers realized that 
their long-term interest lay in supporting its mission. 

At the 1951 LO Congtess, two chief economists of the Swedish 
Trade Union Confederation, Gdsta Rehn and Rudolf Meidner, 
designed a policy package aiming at combining full employment 
with low inflation. The key proposals were the pursuit of: a) a 
solidaristic wage policy through the implementation of b) an active 
labour market policy as well as c) a restrictive fiscal policy. It has 
been argued by one of the Model’s creators that the third element 
of the Model was periodically put aside by the government, thus 
contributing to the breakdown of the old Model in the 1980s.!5! 

Centrally coordinated wage bargaining, suggested by SAF and 
accepted by LO in 1952,!52 would allow the unions to strive for 
both wage increases and wage equality!’ as the inter-union rivalry 
that led to the creation of a wage and price spiral would dis- 
appear.!54+ Achieving the goal of wage equality for different sectors 
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meant setting the wage rate at a ‘just’ level, rather than according to 
the individual firm’s ability to pay.'®5 Efficient and productive firms 
would be provided with extra labour supply and gain incentives to 
expand. Higher rates of growth would follow, strengthening the 
competitiveness of the Swedish economy. Inefficient firms would 
be hard-pressed by the resulting profit squeeze.'5 

To facilitate the movement of workers from the wasteful to the 
productive sectors of the economy and abolish ‘islands of unem- 
ployment’, the model advocated an active labour market policy. 
The state would assume responsibility by providing employees with 
educational skills, training and retraining schemes and encourage 
occupational mobility.!57 AMS would remain at the heart of the 
transition process from unemployment to paid work. 

Regarding fiscal and monetary policy, the model advocated tight 
control over the economic cycle to guarantee price stability. Total 
demand should be restricted in order to avoid an overheating of the 
economy and an increase in wage and labour costs. Gdsta Rehn 
published an article in 1957 entitled ‘Hate Inflation’ to emphasize 
that full employment should not be bought at the cost of high 
inflation.'5° The Rehn-Meidner Model avoided the risk of the 
eventual use of unemployment as a tool for achieving economic 
policy objectives.!°° After introducing Keynesianism in the 1930s, 
the labour movement pioneered a further economic pattern that 
increased its attractiveness. The adoption of the Rehn-Meidner 
Model by the government after the mid-1950s reinforced the role 
of the unions in Swedish society. 

In much of the literature on wage bargaining centralization a 
fundamental misconception is evident. In line with labour-centred 
approaches, it is often assumed that LO sought to centralize 
bargaining to enhance its power. In reality, it was employers who 
opted for centralization to avoid distortions through unfair 
competition. In the early 1950s SAF pushed for centralization by 
accepting the principle of equal pay for equal work, with the minor 
exception of the construction industry.’ In fact, SAF negotiator 
Hans Sdderlund accepted the premise of the Rehn-Meidner Model 
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regarding unfair competition and called for centralization to avoid 
the implicit subsidization of inefficient industries.!6' As soon as the 
principle was accepted within SAF, the task of the organization 
became the formation of a reliable job evaluation system to make 
the new policy work. It was, inter ala, the failure to reach agreement 
on such a system that Rudolf Meidner lamented in the 1990s as the 
Rehn-Meidner Model came to an end.! 

The effects of labour market policy were positive. Unem- 
ployment remained at very low levels through retraining pro- 
grammes and a vigorous implementation of occupational mobility 
schemes. Solidaristic wage policy and full employment legitimized 
LO in the eyes of its members and added to its sense of implement- 
ing a reformist yet socialist programme. Low-paid workers in 
industry saw their incomes rise while the export and automotive 
industry benefited greatly from moderate wage increases.'6 

Over the 1960s and 1970s wage differentials narrowed substan- 
tially, while industrial conflict was kept at minimum levels. All this 
elevated LO to a status higher than that of a mere trade union 
confederation. “The LO has persistently taken the lead in urging 
important postwar ideological and policy initiatives upon the party 
leadership ... inducing the SAP to sustain its role as a conscious 
agent of active social change.’!*+ Nevertheless, the ascendancy of 
the labour movement in the formation of public policy should not 
be confused with the party political battle of ideas. Although the 
Social Democrats had become increasingly powerful in determining 
the contours of that debate, the opposition often contested their 
proposals. The ATP controversy surrounding the pension reform 
of the 1950s is the best illustration of this antagonism, the ultimate 
outcome of which rested on contingency as well as resources. 

The 1946 legislation on pension providing for a flat-rate uni- 
versal pension was regarded by the SAP leadership as adequate in 
providing a minimum income for all. Nonetheless, the rising cost 
of living increased the expectation of pensioners to share in the 
rising prosperity and contributed to a widening gap between those 
secuting private pension schemes, mainly white-collar employees, 
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and recipients of the fo/kpension, mostly LO members.'® In fact, the 
minimum income guaranteed through the flat-rate pension system 
corresponded to a mere 10 to 20 per cent of average wage.!°6 LO 
took the initiative again and called for an income-related, public 
pension scheme.!7 

At the insistence of LO, the government proposed a sup- 
plementary, earnings-related plan, compulsory for both public and 
private employees. The proposal satisfied the principle of intra-class 
solidarity, as the scope for private pensions for higher-income 
earners was reduced. It also accepted the principle of wage differ- 
entiation between different types of employees, since final pension 
earnings would closely resemble individual income standards. The 
reaction to the ATP initiative by the opposition parties and busi- 
ness was negative. Alternative proposals varied from a voluntary 
private pension (Conservatives and business) to state-subsidized 
but voluntary insurance (Farmers’ Party). 

The Liberals claimed in 1958 that the ATP system would lower 
living standards; the Conservatives that the government wanted to 
expropriate 20 per cent of people’s wages.!°° Opposition to the 
reform remained vehement throughout the late 1950s and a 
referendum took place in 1957 to decide on which of the three 
proposals mentioned above should be adopted. A plurality of 
voters supported the SAP proposal, but the issue had not yet been 
resolved. The Farmers’ Party left the second red-green adminis- 
tration after the referendum, and the minority SAP government 
proposed new legislation in Parliament, which was defeated. New 
elections were called, in which SAP increased its share of the vote, 
and thus submitted a new version of the same proposal that offered 
additional benefits to white-collar workers.!© When a Liberal Party 
MP abstained from voting, the bill was finally passed.!7 

The pension reform is highly significant for three reasons. First, 
the ATP controversy strengthened the hold of the labour 
movement on the parameters of public policy debate. The 1960 
election result signified an approval of the SAP’s handling of the 
issue and has been described as ‘the crowning achievement of the 
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Swedish welfare state’! An analysis of the 1957 referendum 
results carried out by the Swedish Institute for Opinion Research 
(Svenska Institutet for Opinionsundersdkningar, SIFO) showed that one 
in four voters supported the labour movement’s proposal (‘Line 1’) 
as a result of ‘trusting the judgement’ of either the SAP (10 per 
cent) or LO (15 per cent). The majority of civil servants (35 per 
cent) supported the government’s line, in contrast to the Farmers’ 
(27 per cent) and Conservative (12 per cent) plans.'” 

Second, pension reform signalled the emergence both of the 
white-collar vote as decisive in shaping electoral outcomes and of 
the white-collar unions as powerful power brokers. 

Third and most importantly, the reform was premised on three 
separate funds, administered by the public, private and independent 
sector respectively but borrowing the bulk of the funds accumu- 
lated to the public sector, thereby funding the government’s ambi- 
tious housing project.! 

The ATP funds were added to the 1955 investment funds whereby 
corporations could receive tax-free income on profits of up to 40 
per cent if they placed these in a special investment fund deposited 
with the Central Bank, on an interest-free basis, and released at 
times of economic depression. By the end of the 1960s the pension 
funds accounted for about half of all capital investment.!* The 
creation of the funds signified the willingness of the labour 
movement to move beyond conventional social policy reforms, 
reduce the state’s reliance on private capital markets and move the 
public policy debate towards the structural conditions of economic 
power.'5 LO was clearly satisfied with the outcome as it strength- 
ened its role in public policy. SAF opposition to the labour move- 
ment’s proposal, however, indicated to the union leadership that 
bargaining on social reforms might not be the best way forward. 
On welfare policy, the labour movement needed to impose its agenda. 

The institutional prerequisites that the Swedish labour move- 
ment built on over the course of the twentieth century enabled the 
formation of a particular political and economic paradigm after 
the 1930s. The Rehn-Meidner Model helped social democracy 
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ovetcome some of the economic constraints placed upon the 
government in its quest for high productivity combined with 
solidarity. Despite occasional disagreements between LO and SAP 
on policy implementation, the decision by SAP to follow the Rehn- 
Meidner Model led to the strengthening of LO. 

Cultural explanations of the Swedish Model have little analytical 
value considering the different phases of early labour relations. 
While it is undoubtedly true that a culturally homogenous character 
and small population provided Swedish workers and employers 
with a feeling of inter-connected interests, the ‘spirit of Saltyjobaden’ 
was not inevitable. Its formation rested on a set of very specific 
political and economic developments that are the product of the 
country’s historical evolution. First, the growing political power of 
the social democratic party through the cultivation of a mostly 
moderate political profile combined with radical policy innovation. 
Second, the realization by LO that close collaboration with the 
employers would deliver legitimizing benefits to their members and 
promote the goal of combining economic expansion with a 
universal welfare state. 

There is nothing inherently cultural in the Swedish pattern of 
collaboration between labour and capital. A series of processes 
informed by historical and institutionally crafted policies are the main 
drivers of policy evolution. In that respect, it is interesting to note how 
the ‘spirit of Saltsjébaden’ is even today conflated with supposedly 
‘Swedish’ characteristics of conciliation and dialogue.'”6 Assumptions 
of a distinct Swedish way of cooperation and compromise tend to 
ignore empirical evidence and conflate cause with effect. 

The direction of the Swedish Model by the 1960s appears 
conducive to an almost idyllic picture of a growing economy, rising 
labour productivity and low strike levels in the context of solidar- 
istic wage policy. In reality, however, the Historic Compromise was, 
during the Golden Age, entering its first precarious period. It was 
labour which, through the wage earner funds proposal, undermined 
the foundations of the Swedish Model and allowed the employers’ 
offensive to take place in the 1980s. 


3 
Decline: Labour Radicalism 


The success of the Swedish Model was premised upon the 
ideological flexibility of the Social Democrats, who developed a 
new approach towards unemployment in the 1930s. Also, the 
Rehn-Meidner Model linked welfare redistribution with labour 
acquiescence 27s-d-vis a profitable private sector dominated by large 
export companies. In both of these conjunctures, the Swedish left 
was able to argue its case with reference to the requirements of the 
economy and strengthened its progressive political character. 
Furthermore, the collaboration of the unions and the party has not 
been without its problems. 

The notion of a unified labour movement advancing the cause 
of social democracy in the Fordist Golden Age needs therefore to 
be problematized. The wage earner funds analysis will confirm this. 
The postwar compromise rested on an implicit understanding 
between labour and management regarding the role of private 
enterprise. Paragraph 32 of the Saltyébaden Agreement was central 
to the smooth functioning of the Model. When the unions 
questioned that prerogative in the early 1970s, SAF expressed its 
disapproval of LO actions without, however, questioning the 
legitimacy of its partnership with the unions. When, however, LO 
pushed for the adoption of the Meidner Plan for wage earner 
funds, the Swedish business community found a good opportunity 
to ‘exit’ the old Model and attempted to bring about a decisive shift 
in the balance of power. 

Therefore, the decline of the Swedish Model is best attributed to 
growing trade union militancy and economic decline resulting from 
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the crisis that affected the developed world in the 1970s. Pontusson 
(1992) has described this process as a ‘labour offensive’ and divides 
it into three stages. It begins with an active industrial policy that 
enhances the role of the state in industrial restructuring, proceeds 
with the legislative package of the Social Democrats to introduce 
industrial democracy in the workplace and culminates with the 
wage earner funds proposal aiming at the collective ownership of 
industry.! 

The wage earner funds case is an illustration of the move from 
the Keynesian consensus to a more radical interpretation of 
economic justice. It represents a policy incident of enormous 
importance for social democrats in their quest to consolidate 
political power. On a theoretical level, the wage earner funds 
incident illustrates the need to incorporate ‘normative and cultural 
dimensions which go beyond rational calculations” to the politics 
of labour. A utility-maximizing approach, helpful as it may be in 
framing options, tends to obscure the salience of informal 
institutional settlements. These, however, played a decisive role in 
the process of transformation and decline. Unions and employers 
need to be understood not only as partners in the labour market 
but also as political actors whose identification with certain goals 
may override the expediencies of micro-level interests. The trade 
union offensive, it will be argued below, was the result of rational 
calculations as to the viability of its solidaristic wage policy as well 
as an ideological project that disregarded the concerns of the Social 
Democrats to satisfy LO members’ demands. 

Based on the classification of Pontusson, this chapter begins 
with the 1960s socio-economic changes and labour radicalization, 
the product of overlapping factors. For the purposes of analytical 
distinction, they comprise: a) the effects of labour rationalization in 
the context of the Rehn-Meidner Model, b) the dilemma of LO 
regarding the maintenance of a moderate wage policy at a time of 
rising company profits and growing pressures for compensation, 
and c) the drive towards greater equality introducing a left-wing 
turn in party politics. 
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Origins and Preconditions of the Wage Earner Funds 

Sweden had managed to achieve impressive rates of economic 
expansion after the war, averaging 4.9 per cent per annum from 
1960 to 1965.4 Nevertheless, this growing prosperity was taking 
place at the same time as the Fordist economic paradigm was 
beginning to show signs of decline. 

The Fordist mode of production, synonymous with the 
Keynesian welfare state in much of the Western world and based 
on assembly-line efficiency and Taylorist division of labour,> was 
reaching the limits of its effectiveness at the end of the 1960s. 
Economies of scale were hardly effective any longer. The rational- 
ization process of the Rehn-Meidner Model and the dislocation of 
workers were proving injurious and difficult to adjust to.° Technical 
evolution was no longer held to be synonymous with progress as 
the rate of productivity began to fall. LO and TCO began to see 
labour mobility more as a short-term measure of expedience than a 
coherent strategy in itself.’ 

Prevailing production methods were unable to deal with the 
demands of the workforce and the labour market partners began to 
look for ways of addressing the issue. In 1960 SAF set up a group 
to examine the question of democratizing working life, and four 
years later both SAF and LO decided to enlarge the areas of 
consultation and information exchange. In 1968 a Development 
Council (Uwecklingsradet) was established to experiment with a 
transition to post-Fordism accompanied by flexible specialization 
and an adaptable workforce.’ This necessitated increased worker 
involvement in developing a more flexible production system and a 
deepening of democracy in the workplace.? The best examples of 
such efforts were the 1974 car plant in Kalmar based on indi- 
vidually controlled carriers replacing the conveyor belt!® and the 
work groups introduced by Saab in Trollhattan." 

The democratization of working life demanded by employees was 
facing an intractable obstacle in paragraph 32, which SAF was not 
willing to negotiate on. Moreover, LO members opposed the increas- 
ing centralization of LO, and a growing distance emerged between 
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decisions taken in Stockholm at the elite level and the harmful 
consequences of active labour market policy and shop floor power 
relations.!2 LO failed to secure greater local union control over the 
content of work in its negotiations with SAF on occupational safety 
in 1968.13 It was not able to channel calls for more local autonomy 
effectively owing to the very structure of the Swedish Model. The 
Rehn-Meidner Model with its worker relocation programmes, full 
employment and centralized bargaining controlled by LO was 
‘minimizing the importance of union power at the workplace’.!4 In 
moving job and region, workers often had to face financial and 
emotional stress. Despite the assistance offered by the state and 
AMS, many employees could not cope with the pressure. The 
Commission on Long-Term Employment Policy studied workers 
who moved from Northern Sweden. It concluded that two years 
after their departure 57 per cent were still in the new location, but 29 
per cent had returned home.!> 

In 1969, frustration at the workplace found its expression in a 
wildcat strike organized by employees in the LKAB (Laossovaara— 
KirunavaaraAB), a state-owned mining company in Kiruna. 
Although the official demands of the strikers related to higher 
pay,'® the strike was also a result of the growing frustration with 
rationalization. It was a vivid illustration of the Swedish Model’s 
difficulties. Heclo and Madsen transcribed some of the accounts 
offered by striking miners. An example follows. 


There ate no seats in my work place. And it is certainly 
necessaty to be active all the time. But five minutes every 
hour you can relax from the guarding. My mate and I 
brought a box to sit on and we rested there during those five 
minutes. The box disappeared ... two engineers come when 
you have been sitting for four minutes. They walk by and say 
‘Hi. Nowadays they rarely say ‘What sort of task do you 
have in the plant?’ or something like that. It’s only ‘Hr. But 
you know what they are thinking.'” 
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Electoral considerations were instrumental in the increasingly 
radical stance adopted by the Social Democrats in the 1970s. The 
high volume of labour legislation introduced confirmed the party’s 
willingness to match the rhetoric of its more radical wing and that 
of LO. As the unions faced great problems in persuading employ- 
ers to enhance employee participation in the running of firms, the 
unions published a programme for industrial relations reforms in 
1971. When they failed to gain the consent of employers, they 
resorted to legislation to ‘democratize working life’.!8 In doing so, 
they found a staunch ally in TCO, whose stance also forced the 
Liberal and Centre Parties to come out and declare their support 
for codetermination in the workplace.!? 

The SAP government introduced guaranteed paid leave and 
freedom of access throughout the plant for union work to shop 
stewards in 1974. The Security of Employment Act (Lagen om 
Alnstallningsskkydd, LAS) in the same year forced employers to show 
ust causes’ for a dismissal and established mandatory provisions 
regarding dismissal notices.2? The Work Environment Act of 1974 
(Lagen om Arbetsmiljo) expanded the concept of occupational health 
and safety to ‘include opportunities for involvement and personal 
development through work’.2! From 1975, employees gained the 
right to take time off work to continue their education. In 1976 the 
Co-determination Act (Medbestammandelagen, MBL) Act expanded 
the areas subject to collective bargaining, incorporated collective 
bargaining legislation from 1920, 1928 and 1936, and exerted 
pressure on employers to enhance information and consultation 
procedures with unions.?2 

The decision by the unions to bypass business and seek the 
direct help of the government was in clear breach of the social 
partner autonomy principle to which both sides had agreed in 
Saltsjobaden. SAF later claimed that, during the seventies, a new 
law restricting business life was introduced every tenth day. Though 
such pronouncements served the ideological purposes of SAF, they 
clearly indicated the dissatisfaction of business with the legislative 
turn of the Swedish Model. Their muted reaction at the time was a 
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result of the fact that core business prerogatives were threatened 
but not removed. 

Although the 1976 MBL Act was in breach of paragraph 32 to 
the extent that it limited firms’ exclusive right to manage, it was still 
subordinate to corporate law. Union involvement stopped short of 
decisions related to investment, choices of products or restructur- 
ing. Moreover, the legal formulations of the MBL did not interfere 
with a market economy. Unions had to negotiate to receive inform- 
ation and entitlement to consultation and were thus still reliant on 
the collaboration of employers. LO functionaries suggested that the 
new laws were not going far enough insofar as SAF retained its 
‘unlimited rights’ at plant level. It would need the wage earner 
funds debate for the leadership of SAF to take a political stance 
against the ‘funds society’. Nevertheless, the passing of the MBL 
Act provided the first serious crack in the operation of the Model 
regarding the core principle of social partner cooperation. LO and 
TCO withdrew from works councils to force through codeter- 
mination agreements once the MBL Act was introduced. Their goal 
was finally achieved in 1982.74 


The wage policy dilemma 
A second factor leading to wage earner funds, and possibly the 
most important one, was the complicated position of LO regarding 
the consequences of solidaristic wage policy. While the policy had 
proven particularly successful regarding growth and welfare expan- 
sion, it also generated big profits for export firms. Big profits meant 
higher than agreed wage increases for skilled labour, as companies 
sought to invest in productive labour force. This led to calls for 
compensation by lower-paid workers in other sectors to maintain 
the politics of solidarity.2° The union leadership became vulnerable 
to accusations of passivity in the face of ‘excess’ business profit- 
ability. 

LO recognized its responsibility to maintain wage restraint. 
However, the growth of a new sense of egalitarianism in the 1960s 
and 1970s, spurred on by the feminization of the workforce and 
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subsequent calls for gender equality, forced the leadership to cling 
to wage egalitarianism. As a result, profits were successively 
squeezed and then relaxed again in 1974, 1975 and 1976. LO tried 
to balance economic expansion through company profitability and 
the wage politics of solidarity but often lost control. 

Important as the material dilemmas of the Confederation were, 
they were not limited to employee dissatisfaction with wage distri- 
bution. In fact, welfare state achievements were increasingly ques- 
tioned by LO. A 1966 Congress Report ‘stated that there had been 
no marked change in the nominal income distribution among 
mattied persons as a group and the same was true for single persons’. 
The same report underlined that there had been an increasing 
concentration of wealth from 1957 to 1961, with a 26 per cent 
increase in accumulated wealth but a 48 per cent increase in wealth 
for high earners.?° By 1971, the Economic Bureau of LO argued that 
the pattern of growth followed since the Model’s start in the 1930s 
had failed to tame capitalism’s tendency towards social destruction. 
Instead, new patterns of poverty and inequality were emerging.?” 

The stage was therefore set for LO to experiment with 
newfound ideas regarding the redistribution of power in the work- 
place. Rudolf Meidner broke new ground in 1961 when he proposed 
‘branch rationalization funds’ to be agreed upon by employers and 
unions through collective bargaining. These would assist the 
formation of collective capital by helping expanding firms while 
avoiding more wealth concentration in the hands of employers. The 
big unions, particularly Mefa/, met the proposal with a polite 
rejection, because of its rather academic character.?* Still, the pro- 
posal initiated a series of suggestions that challenged the accom- 
modating nature of the relationship between capital and labour.” 
The proposal’s trajectory also reveals the shifting ideological 
climate. When the same scheme was presented at the LO Congress 
five years later, the project was simply termed ‘branch funds’ and talk 
of helping firms was dropped in favour of support for macro-level 
economic restructuring along more egalitarian lines.*? 

At the 1968 LO Congtess, delegates of the biggest Municipal 
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Workers’ Union (Kommunalsarbetareforbundet, Kommunal) called for an 
extension of the principles of solidaristic wage policy across the 
different work sectors.*! The changing interpretation of the Rehn- 
Meidner Model had by the 1960s meant that inter-industry wage 
structures were starting to level out.22 In 1969, some Congress 
delegates warned the Confederation that wage earners might turn 
against each other instead of the employers in their effort to receive 
just pay’? The delegates’ prediction proved true when the funds 
idea collapsed and Merai/ broke away from centralized negotiations 
in 1983. By 1970, delegates of Metal/ were openly criticizing the 
leadership for the failure of its wage policy. They charged that the 
LO line led to wage redistribution among wage earners instead of 
increases through a surcharge on company profits. 

Between 1965 and 1971, there had been 16 motions at LO 
Congresses calling for equality between employers and employees 
in issues employees ‘have an interest in’, In 1971 alone, 25 such 
motions were tabled.34 LO now faced growing opposition to its 
policy. Metal] delegates at the 1971 Congress tabled a motion on 
creating funds to increase employee influence in the workplace and 
democratize working life. The LO presidium instructed Meidner to 
form a study group on how the unions could ‘get engaged in 
collective capital building and increase the influence of wage 
earners in the development of enterprises’.> In line with union 
demands, the leadership decided to embrace a rhetoric that 
challenged not only the principle of social partner autonomy but 
also the prevailing power equilibrium in the economy. It was the 
high point of labour radicalism. 

The debate on how to increase investment as well as employee 
influence in the workplace was not solely a Swedish preoccupation. 
West Germany, France, Holland and Denmark all pondered the 
same questions, though on the basis of different schemes. Meidner 
claimed that his plan was actually an adaptation of the German idea.*° 
Nonetheless, West German attempts to democratize economic life 
differed markedly from the Swedish initiative. The German goal was 
to continue with the reforms introduced in the 1950s — reforms that 
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were restricted to codetermination issues. Contrary to the Swedish 
pattern, codetermination was to be decided by individual com- 
panies, which restricted the policy manoeuvring of unions.’ 


Industrial policy and industrial democracy 
The wage-earner funds were propelled to the public arena as a 
result of political changes, too. The consequences of employee 
anxiety and left-wing rhetoric were felt by the Social Democrats, 
who received 42.2 per cent in the 1966 local elections — the worst 
result in any election since 1934. This was attributed to the shift of 
disgruntled social democratic voters towards the Communist 
party.°° There was a widespread sense among the labour move- 
ment’s supporters, and particularly its more radical wing, that the 
postwar strategy of SAP had failed to enhance equality.*° 

The party’s response came after an extraordinary Congress in 
1967 agreed on a new industrial policy. The goal of that initiative 
was to underline the need for more social influence over the 
economy.*? This new orientation entailed a series of institutional 
innovations such as the creation of a Ministry for Industrial Affairs, 
an executive agency (Statens Industriverk), and the merging of R&D 
institutions to coordinate research and development through the 
Technical Development Board (S¢yrelsen for teknisk utveckling). The 
same period witnessed the creation of a new bureaucracy whose 
goal was to integrate industrial and labour market policy. A number 
of industrial state enterprises were created and coordinated from 
1969 onwards through the State Enterprise Corporation (Statsforetag 
AB)! The formation of a fourth ATP Fund in 1973 to encourage 
public pension savings in the stock market demonstrated the con- 
viction that capital markets could be subject to state intervention.” 
The sharpening of the social democratic ideological image allowed 
the party to reap electoral benefits. Erlandet’s last election was a 
triumph: in 1968 the party received 50.1 per cent of the vote. 

Although the new policy programme asserted the benign effects 
of state intervention, it did not go as far as the Postwar Programme 
— thus protecting the party from accusations of a socialist threat. 


DECLINE: LABOUR RADICALISM 71 


The programme stopped short of calling for implicit or explicit 
changes in the structure of the economic system. SAP hesitated to 
go beyond what it deemed necessary to revive the fortunes of 
flagging capital investment.* It refused to nationalize commercial 
banks as requested by its rank-and-file, opting instead for govern- 
ment representation on their Boards.44 Governmental policy had a 
defensive and protectionist character that was contrary to the 
innovative approach the party had adopted on combating unem- 
ployment. The intensification of international competition in 
engineering and other advanced industrial sectors meant that firms 
sought to rationalize operations by reducing labour costs and invest 
in labour-saving equipment. The Social Democratic policies of state 
control amounted to little more than ad hoc measures designed to 
relieve immediate economic pressures and convince the public of 
the party’s egalitarian credentials.‘ 

On the other hand, to bolster its rank-and-file, SAP put the 
phrase ‘Increased Equality’ on every election poster for the 1970 
election campaign,*6 and the 1975 SAP Congress talked of the need 
to move to the ‘third step’ of the party’s ambitions by introducing 
economic democracy after having achieved its political and social 
variants.*’ In contrast to the Fo/khemmet slogan, ‘Increased Equality’ 
was quickly replaced by more ‘anonymous’ slogans after 1975.4 

A further decisive factor in the left turn of the Social Democrats 
was the international radicalization of the late 1960s.*? Indicative of 
the wider shift in perceptions is the fact that the opposition agreed 
on the need for greater equality, though the tactics differed from 
party to party. The Liberals claimed bureaucracy stifled progress 
while the Centre Party focused on the environment.>? The SAP 
programme of 1972 affirmed the egalitarian goals of the party and 
responded to such criticism by stressing the objective of social 
democracy to decentralize power.>! It has been argued that the 
policy stance of the Centre Party and the Liberals in the 1960s and 
1970s was much closer to that of the Social Democrats than the 
Moderate Party (Moderaterna), despite the break-up of the Social 
Democratic-Centre Party coalition.*2 


72 SOCIAL DEMOCRACY IN SWEDEN 


The Liberals in particular had long accused the Social Demo- 
crats of lacking an industrial democracy programme. After the SAP 
launched its industrial policy reforms, the Liberals went a step 
ahead. The 1972 Party Congress endorsed the idea of greater 
equality to ameliorate the negative effects of the free market and, in 
1974, a Liberal motion called for ‘a legislative right of wage earners 
to a percentage of firms’ capital growth to be developed in such a 
way that it would work against state and individual concentration of 
power in economic life’.5> The Social Democrats persisted in 
rejecting the Liberal calls for more employee participation in capital 
growth as antithetical to the spirit of Saltsjébaden and the principle of 
collective bargaining.>+ In May 1974, however, and in the extraordinary 
conditions created by the hung Parliament of 1973, Social Demo- 
crats and Liberals agreed to appoint a state commission on the 
wage-earner funds issue in the context of the ‘Haga Agreement’ — a 
type of social contract involving all major interest groups and 
parties.>> Even as late as 1978, the new Liberal Party leader Ola 
Ullsten asserted the party’s centrist position by stressing that the 
debate on extra capital for firms was an important one that should 
be held without confrontation. 

The economic crisis of the 1970s led to a structural downturn as 
soon as the boom resulting from the rise in raw materials ended. 
Unemployment increased to more than 3 per cent in 1971, a high 
percentage by Swedish standards. By 1973 the Social Democrats 
had lost popular trust on securing more jobs and handling the 
unemployment question.* It was the same perception of ineptitude 
regarding unemployment that caused SAP to suffer a heavy defeat 
in the 2006 elections, despite the healthy economic outlook. 


The funds controversy 

The committee of experts headed by Rudolf Meidner submitted its 
report to the 1976 LO Congrtess.5’ Three months before a general 
election, the report highlighted three goals that could be reached by 
establishing ‘wage earner funds’ (éntagarfonderna). First, the funds 
would assist the implementation of solidaristic wage policy by 
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curbing ‘excess firm profits’. Second, they would counteract the 
concentration of power in the hands of ‘traditional ownership 
groups’ and third they would increase the influence of wage earners 
in the economy.°8 

The plan foresaw that firms employing more than 50 employees 
would be required to issue new shares to an ‘equalization fund’ 
corresponding to 20 per cent of their pre-tax profits. Trade union 
representatives would administer the fund and the shareholding 
rights would rest partly with union-appointed boards and partly 
with representatives of the firm’s employees. Half of the funds’ 
value would be dedicated to educational workers’ purposes and the 
other half to investment in capital stock. The amount of equity 
capital received by workers would depend on the relationship 
between the value of the company and its profits. Higher profit 
returns would mean a quicker rate of ownership transfer.°On the 
basis of union calculations, it would take approximately 20 to 30 
years for unions to acquite majority ownership in the most 
profitable Swedish businesses.®! The conclusion of the report left 
no doubt as to its intentions. Wage earner funds would change the 
ownership structure of Sweden’s economy. 

The Congress endorsed Meidner’s proposal immediately, 
although LO President Gunnar Nilsson (1973-83) encouraged 
delegates to think hard about the kind of socialism they wanted.% 
The proposal became LO policy without any consultation with 
SAP.% Although it supported the plan in principle the party was 
caught off guard, unprepared for such a proposal three months 
before a crucial general election.® It decided to try and ‘bury’ the 
issue until after the election and consulted LO without accepting 
the Meidner Plan in full. 

In the spring of 1977 a working group composed of LO and 
SAP representatives looked into alternatives and in 1978 the group 
presented a changed plan. It was composed of two separate parts 
designed to please both LO and the party.’ The 20 per cent profit 
tax was maintained but would now apply only to the 200 largest 
Swedish firms. Companies subject to it would employ 500 
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employees or more, while regionally elected representatives would 
manage the funds along with trade unionists.“ The second part 
reflected the anxieties of shadow Finance Minister Kjell-Olof Feldt, 
who sought to increase savings as the first generation of ATP 
pensioners was claiming its due. Feldt proposed the creation of 24 
‘development funds’ financed by a payroll tax of 3 per cent on all 
earned incomes aiming at increasing capital formation.© Further- 
more, the new plans proposed the establishment of a national 
codetermination fund financed through employer contributions to 
increase the influence of employees not taking part in profit 
sharing. A fourth goal was added to the funds’ mission: increase 
savings and contributions to capital build-up.” 

The party accepted the proposal in principle at its 1978 
Congress but tried to make sure that the issue would not dominate 
the 1979 election. It asserted that ‘technical and legal problems’ 
remained unsolved and a meaningful debate on the issue could not 
take place before the 1982 election.”! A larger working group was 
formed in March 197972 and decided on the 1981 proposal that 
became part of the SAP manifesto. 

The original Meidner Plan proposals were now diluted. 
Obligatory share issues were replaced by a 20 per cent tax on excess 
profits’? as well as a one per cent payroll tax for firms in their ATP 
contribution. In this way, wage earners were given a stake in that 
the funds would contribute to their future pensions. The funds 
would be established in each of Sweden’s 24 counties, be run by a 
Board of Directors and the accumulated capital would contribute to 
economic growth through share purchasing.”* Imitating investment 
companies, the funds would seek profitable returns by investing all 
over the country.’ 

In December 1983 the returned Social Democratic government 
legislated on the issue. Watering down the 1981 proposal further, the 
law provided for five regionally based funds run by government- 
appointed nine-member boards, of which five members would be 
union representatives.” The payroll tax financing the funds was 
reduced to 0.2 per cent and their build-up period was limited to 
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seven years, after which the funds could not receive any more 
revenues. The 20 per cent levy on real profits was retained and the 
businesslike approach of the 1981 proposal was now strengthened 
as the law underlined the function of the funds as portfolio 
investors.”’ The funds were obliged to show a minimum 3 per cent 
return on their investment. Finally, no single fund was allowed to 
own mote than 8 per cent of a company’s shares.’® 

By the time legislation was introduced, opposition to the funds 
had grown enormously. Restrictions placed on the funds meant 
that by the end of 1990 they accounted for a meagte 3.5 per cent of 
the value of all corporate shares in the stock market.” The 1991 
centre-right government kept its pre-election promise and 
abolished the funds. 


Say no to fund socialism’ 

With regard to the employers and the opposition parties, the initial 
reactions were very different from the outright hostility that united 
them in the 1980s. As part of the widespread consensus that more 
capital investment was necessary, SAF and the Industry Federation 
(Sveriges Industriforbund) had formed their own committee and 
published their report in May 1976. In that report, the proposals of 
Meidner were rejected to the extent that they would lead to ‘state 
socialism’ and add to the bureaucratic burden. However, the report 
was positive to the Meidner Plan insofar as it would be individually 
oriented and allow the cashing in of shares after a certain period of 
time. What many senior SAF executives rejected was the collectivist 
nature of the Meidner Plan rather than higher savings and wider 
employee participation.*? 

In contrast with the accommodating stance of the Liberal Party, 
the Centre Party was split on the issue. Although its leader and 
Prime Minister Thorbj6rn Falldin (1976-78, 1979-82) rejected the 
plan, vice chairman Johannes Antonsson suggested the creation of 
regional funds to support small and medium enterprises (SMEs). 
The Moderate Party was the only one to denounce the fund plans 
outright, branding them an attempt at ‘covert socialization’. Party 
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leader Gdsta Bohman (1970-81) claimed that Sweden was to be 
turned into a factory for socialist experimentation. The different 
opinions regarding the funds had been replaced by unity in the 
non-socialist camp by the beginning of the 1980s. Political con- 
siderations were paramount in that change. 

At a time when ideological polarization was on the increase, the 
non-socialist parties discerned the opportunity to inflict damage on 
the Social Democrats and exploit the divergent attitudes of the SAP 
and LO leaderships. From the late 1970s onwards, the opposition 
parties had no incentive to support the Social Democrats and the 
funds became a rallying point for unity in the non-socialist camp. 
Falldin’s objections gradually became sharper and were soon 
indistinguishable from the language used by Bohman and SAF. The 
ideological campaign launched by SAF in the late 1970s was crucial 
in associating the funds with authoritarianism and state socialism. 
Although the politicization of SAF in this period will be analysed in 
the context of its drive for the decentralization of collective 
bargaining, a full explanation of the funds issue requires a 
discussion of the role of business. 

After the publication of its counter-report in 1976, SAF adopted 
a less accomodationist stance. It positioned itself at the forefront of 
a vocal campaign that culminated in an anti-funds demonstration in 
central Stockholm on 4 October 1983 attended by around 100,000 
people. The ideological nature of the campaign was made clear in 
1979 when SAF linked the 1978 proposal to the Soviet model of 
economic development and claimed that introducing the funds 
amounted to a contravention of the UN Declaration on Human 
Rights.*! In February 1983, Deputy Prime Minister Ingvar Carlsson 
was compelled to respond to an article in the SAF newsletter (SAP 
Tidningen) that compared Sweden to East European states in terms 
of individual freedoms.*? 

Before its intense ideological engagement, SAF had campaigned 
more cautiously against the funds. A 1976 report justified its 
existence on grounds of relentless left-wing propaganda against the 
role of business and its contribution to prosperity.*’ SAF declared 
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that full employment was a goal it shared with the unions, that 
many businesses wete sympathetic to the Social Democrats and 
that a majority of people supported the need for enhanced 
company profits to secure full employment. The Confederation 
called for a break in the wage-price spiral to secure real economic 
growth.* It was a message that LO could hardly argue against. 

The confrontation between LO and SAF was tilted in favour of 
the latter as economic change reduced the salience of the state in 
credit supply, thus removing a large part of the unions’ arguments. 
As Blyth explains, the collapse of the Bretton Woods financial 
order and the crisis of the 1970s meant that ‘companies’ debt 
management structures changed to accommodate greater financial 
volatility’.6> As business financing changed from debt financing to 
equity issues ‘the primary responsibility for the supply of credit fell 
no longer to the state ... but ... to stakeholders ... in this new and 
uncertain context, the idea that the funds could assist in capital 
formation struck business as an obsolete idea at best and political 
camouflage for nationalization at worst’.%¢ 

The Employers’ Confederation was therefore successful in 
belittling the funds’ importance due to a new set of economic 
realities and a well-organized political campaign at a time when 
neoliberal economic ideas were in the ascendancy. The wage earner 
funds rapidly became associated with a policy proposal that went 
beyond the established order of the Saltsjébaden period. The 
opposition was successful in branding the funds a threat to the 
mixed economy and the prevailing socio-economic order. In so 
doing, it was assisted by the Social Democrats. 


Social democratic uneasiness 

SAP ambiguity towards the funds sowed the seeds of defeat. Ever 
since the 1944 Postwar Programme, the party’s leadership had 
limited itself to the existing power structure and supported a limited 
role for the state in the economic system. The acceptance of the 
plan by LO meant that SAP could hardly denounce the plans in 
public. Compston has shown that from the 1970s until 1991 the 
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bulk of Social Democratic economic policy was made in 
collaboration with LO.’’ It could be argued that this did not 
necessitate the cooperation of SAP with a policy proposal that 
upset the prevailing power balance. This would, however, neglect 
the importance of ideological confrontation in the 1970s and the 
collectivist spirit that permeated the labour movement. An outright 
rejection of the Meidner Plan would weaken the LO when its 
financial and organizational resources were as necessaty as ever in 
the face of growing opposition. 

The records of the Social Democrats and Prime Ministers Palme 
(1969-76, 1982-85) and Carlsson (1985-91) reveal the uneasiness 
of the party. Aware that SAF adopted an initially moderate stance, 
the SAP executive committee declined to take a position on profit 
sharing.88 SAP was trying to avoid accusations of a union- 
controlled solution to a problem that could have been solved along 
the lines of the Liberals’ proposal. Moreover, the political domin- 
ance of social democracy was constructed on the basis of blue- and 
white-collar collaboration. The Meidner Plan split that alliance. 

At first, TCO responded positively to the original proposal and its 
1979 Congress supported the idea on grounds of the need to increase 
wage earner influence in the workplace.8° However, there was little in 
the Meidner Plan that TCO members could concretely aspire to. In 
1980, a working group set up by the Confederation declared that 
wage earner funds did not provide guarantees for individual 
employees to assert their influence.” In contrast to the legislative 
reforms between 1973 and 1976 that TCO had supported, the funds 
did not meet the same criteria. Gradually, opposition grew within the 
ranks of TCO and particularly in the industrial union SIF, which 
launched an energetic campaign against the funds.°' One of the 
disadvantages of the proposal was that it was ‘conceived solely for 
the working class, for industrial workers in the traditional sense’. 

SAP economists started warning the party of the uncertain 
economic consequences of the funds. The SAP elite worried that 
the proposal ran counter to the politics of accommodation with 
capital.°> The shifting rhetoric of the Social Democrats revealed the 
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attempt of the party to retain its flexible ideological approach, as 
changes in the external economic environment raised the stakes of 
confrontation with business. The SAP/LO proposal of 1978 
attempted to depoliticize the debate by stressing the importance of 
increasing the rate of investment rather than redistributing wealth 
and power.” The shift in discourse accelerated as the opposition 
patties discerned the unpopularity of the funds. 

Whereas in 1977 Olof Palme expressed a wish to see capitalism 
replaced by economic democracy,> at the 1981 Congress he 
portrayed the funds as decisive in securing employment and a 
better economic future. He also emphasized his support for the 
mixed economy. In the 1979 elections SAP linked the funds to 
security and a guarantee for future pension payments.°° By 1981 the 
patty manifesto reinterpreted economic democracy by stressing the 
need for wage eatners, consumers and citizens to gain more 
opportunities to influence companies, ‘taking into account economic 
realities’ (ttalics added).°’ Minister of Finance Gunnar Strang (1955— 
76) often expressed his frustration with the idea in the early 1980s. 
He reluctantly endorsed the 1978 version of the plan provided it 
would be financed by a value-added tax and be an extension of the 
ATP pension funds.®® The support that the SAP leadership gave to 
the Meidner Plan was in all probability more a reflection of grass- 
roots pressure than a genuine attempt to convince a sceptical 
public. After all, the idea of workers retaining an individual stake in 
the firms that employed them was originally a Social Democratic 
proposal by Finance Minister Per Edvin Skdld (1949—55).100 


Public discourse and the popularity factor 

On top of a changing economic reality, opposition politics, idea- 
tional polarization and Social Democratic uneasiness, the funds 
could hardly mobilize widespread support, even among the labour 
movement’s grassroots. The problem was of a highly technical 
nature and contrasted sharply with the more recognizable issues of 
social welfare and employment. In 1976, a majority of people were 
in favour of some kind of funds. Most, however, preferred the SAF 
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proposal to the Meidner Plan.'°! Among SAP voters, 45 per cent 
were either negative or uncertain about their attitude.! 

The rank-and-file had adopted a line befitting the labour 
offensive. A joint consultation exercise of LO and SAP in 1978 in 
which 65,000 SAP and LO members took part showed that 84 per 
cent of respondents asserted the right of wage earners to co-own 
firms. Thirty-six per cent of SAP groups consulted (study circles, 
women’s and youth organizations) responded to the questionnaire 
whereas the corresponding figure for LO unions was 59 per cent.!% 
The Social Democrats had great difficulty convincing even their 
own members of the funds’ desirability.!°* In 1982, 43 per cent of 
SAP voters approved of the funds, 29 per cent rejected them and 28 
per cent were uncertain.!°° Even the SAP-sympathizing press started 
wondering whether the whole debate had been a big mistake.!% 

Among the general public, the popularity of the funds declined 
steadily. 32 per cent were in favour and 45 per cent against by 1979. 
Three years later, the corresponding figures had become 22 and 61 
per cent.!°’ Despite its official allegiance to some sort of funds, the 
Social Democratic party knew that the issue was an electoral lia- 
bility. A survey conducted in February 1974 revealed that most 
people thought that ‘trade unions’ had a disproportionate influence 
on policy in relation to their trustworthiness.!0° 

Their association with the funds in popular discourse made 
things worse. In 1976 the percentage of people who thought that 
unions had too much power was equal to the number rejecting 
such a claim. By 1984, union power was deemed excessive by a 
majority of 39 per cent.! Although there is some disagreement on 
whether the funds issue played a marginal role in the 1976 Social 
Democratic election defeat!!9 or was decisive in the outcome,!!! 
what is beyond doubt is that the funds equalled electoral losses. 
The funds played a very marginal role in the SAP re-election in 
1982, with 72 per cent of respondents stating that their vote had 
nothing to do with the Social Democratic backing of the idea. 
Moreover, the funds registered only in eighth place out of ten 
priority issues prior to the 1982 election.!!? 


DECLINE: LABOUR RADICALISM 81 


The Social Democrats were by the early 1980s supporting a 
reform that was technical, complex, and staunchly opposed by a 
majority of white-collar unions, opposition parties and business. 
They were, however, bound by their earlier support and could 
hardly renege on the promise to legislate.!!3 The party’s attempt to 
shift the contours of the debate towards the economy in general 
met with little success. The centre-right and SAF conveyed the 
message of a union-dominated solution to a public increasingly 
wary of trade union influence. When the LO economist Per-Olof 
Edin published the proposal that was to become law in 1983, the 
press reaction confirmed the fears of the SAP executive. 

With the exception of the Social Democratic Arberet that saw the 
proposal as an important step to economic democracy,!!* the 
national and regional press reacted mostly angrily. Svenska Dagbladet 
saw Sweden moving to the East,!!5 the tabloid Expressen saw 
power-political motives behind the funds,!!® the liberal Dagens 
Nyheter adopted a neutral stance!!’ and the left-leaning tabloid 
Ayftonbladet was just prepared to ‘give the funds a chance’.!!8 In the 
regional press, the funds did not meet with any more enthusiasm. 
Though Svzdlands Folkblad welcomed the funds,!!9 Varmlands 
Folkblad called the reactions to the plans hysterical!”° and parts of 
the non-social democratic press, such as Stockholms Tidningen, 
stressed the calm reaction of the stock market,!2! Géteborgs Posten 
took a stance against the ‘funds society’,!2? Goreborgs Tidningen 
claimed that the government wanted to introduce socialism,!? 
Vestmdnlandslans Tidning called for their immediate abolition,!%4 
Blekinge Lans Tidning declared that LO was on its way to turning 
Sweden socialist!?> and Swdlands Posten published a survey showing 
the unpopularity of the funds among SMEs.!26 Perhaps Norrkdpings 
Tidningar saramed up the entire 1980s controversy best. Despite the 
Prime Minister’s protestations against ‘ageressive right-wing forces’, 
the paper claimed, a ‘right-wing wind’ and a spirit of individualistic 
values were permeating the country.!2” The attempts of the Deputy 
Prime Minister Ingvar Carlsson to accuse the opposition of 
oversimplification failed to reverse the image of an unpopular piece 
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of legislation.!78 


The Salience of Interests as Ideas: 

Explaining the Funds’ Proposal 

Power resources analysts interpreted the wage earner funds as the 
culmination of labour’s growing power. By the 1970s, the argument 
went, labour had accumulated enough resources to strive for the 
fulfilment of its third historical step towards democratic socialism, 
namely economic democracy.!”? According to Stephens, Sweden 
was a different type of European welfare state as it had moved 
from welfare statism to production politics. It managed to place 
issues of ownership and control at the heart of the political debate. 

The funds provided a ‘brilliant solution’ to the political and 
tactical problems of social democracy by allowing a gradual, cost- 
free transition to socialism.!3° Wage earners had accepted for a long 
time the concentration of capital in a few private hands but their 
gathering strength in the 1970s allowed them to concentrate on 
equality much more forcefully than before.!3! At the end of the 
1970s, the inherent contradictions of capitalism — with its co- 
existence of private production relations and the social character of 
productive forces — were posing serious challenges to SAP, but the 
working class prepared for the possibility of socialism.!>? 

Andrew Martin held that the evolution of Swedish political 
economy meant that the institutional changes suggested by the 
unions would encroach on the character of the capitalist economy. 
Such a turning point could be reached because of the favourable 
power configuration in the political arena and the labour market.'! 
Walter Korpi saw in the funds the possibility of articulating anew 
the Historic Compromise.'*+4 

This line of thinking downplays the interest-derived motives of 
LO in calling for the funds. Wage earner funds were the product of 
LO’s strategy to guarantee wage equality and resolve the problem 
of wage restraint resulting in ‘excess’ business profits.!5 The down- 
turn in the economic cycle meant that LO found it hard to calculate 
the degree of wage restraint necessary to maintain competitiveness 
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in the export sector. The fact that multinationals were increasingly 
investing abroad undermined the legitimacy of solidaristic wage 
policy.!°6 In addition, the power resources theory is found wanting 
when assessed in the light of the Social Democratic stance. Far from 
pushing for a transition to the next step of democratic socialism, 
social democracy was reluctant to pursue a strategy whose con- 
sequences entailed a departure from the Historic Compromise. 

Swenson asserts that the proposal was not the result of ideol- 
ogical change in the rank and file or the leadership, and that there 
was ‘limited spontaneous support’? from LO members for the 
scheme.!37 Even so, a hard core of the rank-and-file who sought to 
make their voice heard staunchly defended the funds. LO had little 
choice but to adopt their calls, considering its reliance on Mera// to 
deliver wage restraint. 

Ideological factors need to enter the analysis more forcefully. If 
not, we face great difficulty in explaining the persistence of LO on 
the funds after SIF, the largest white-collar union, declared its 
unwillingness to support the scheme. It may well be that, as Blyth 
has argued, ‘LO did not see the funds as an assault on the rights of 
business’ and was capable of justifying their ‘necessary’ character on 
the basis of similar proposals in the 1960s. The branch funds would 
also have meant an increase in trade union power.!** Still, the 
strategy of LO was conditioned by its relationship to employers and 
its affiliated unions as well as the Social Democrats. Even if SAP 
did initially consent to the funds to ‘give [the unions] something in 
return for wage restraint’,!°° it is difficult to explain how LO per- 
sisted with its policy in the face of popular disapproval and Social 
Democratic uneasiness without having its own ideological motives. 


Labour's offensive and the institutional asymmetry 

The wage earner funds debate had serious consequences for the 
Swedish Model. It provided the backdrop against which SAF could 
push for the abolition of centralized bargaining and its withdrawal 
from corporatist decision-making. It was, however, LO that 
encouraged the turn to rhetoric unrepresentative of the Model’s 
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operation. The funds are also indicative of the wider changes that 
the labour offensive sought to bring about. By deciding to bypass 
the employers in addressing workplace problems, LO discarded a 
functioning principle of the Historic Compromise. In this context, 
the MBL Act of 1976 served as a signal to SAF as to the intentions 
of LO. Business saw the MBL Act as a major political defeat lead- 
ing to an institutional asymmetry with regard to the resources of the 
two sides in protecting their interests.!4° 

The Swedish Model’s strength was derived from a common 
understanding between capital and labour as to the necessary 
political and economic framework measures to deal with emerging 
problems. When the political dominance of social democracy ended 
with the 1976 election, the favourable momentum for labour was 
reversed. Now that the threat of legislation had been lifted, SAF 
could abandon its defensive strategy and count on governmental 
neutrality, if not sympathy, in reversing the legislative trend of the 
eatly 1970s.141 

If the MBL Act was a tactical defeat for SAF, the 1976 Meidner 
Group report left little doubt as to the unions’ ambition to abolish 
paragraph 32 de facto, if not de jure. Paragraph 32 was accordingly 
characterized as ‘a serious obstacle to the democratization of 
working life’.'44 The salience of the funds in facilitating the u-turn 
of SAF in the late 1970s is further revealed in three episodes. 

After the 1978 proposal, SAF decided to end its institutional 
collaboration with the unions and the state on the issue. In 1982, it 
refused participation in a consultation group on economic policy. 
In an open letter signed by, among others, the Confederation’s 
chief executive Curt Nicolin (1976-84), SAF signalled its complete 
rejection of ‘collective funds’.'43 Second, when Finance Minister 
Feldt (1982-90) complained of SAF intransigence, Nicolin replied 
that SAF had cooperated with all governments until the funds’ 
introduction.'#4 Finally, the change of heart regarding the usefulness 
and viability of the funds by the Liberal and Centre parties was not 
only a result of their party political calculations. As part of its 
counter-offensive, SAF deemed it appropriate to meet with those 
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Liberal and Centre Party members positively predisposed towards 
the funds, to dissuade them from continuing their support.!45 

The wage earner funds controversy was the first significant 
crack in the Historic Compromise structures. It entailed a partial yet 
significant abandonment of the social partner autonomy principle 
on the part of LO. It was also the high point of the labour offen- 
sive, which stemmed from ideological factors related to the trans- 
formation of Swedish society and interest-based calculations 
regarding wage restraint and the solidaristic wage policy. The failure 
of the funds was as much a function of employer and opposition 
reaction as it was of Social Democratic uneasiness. SAP was not 
prepared to throw its weight behind a proposal that did not guaran- 
tee the maintenance of the blue- and white-collar alliance on which 
the party had relied for its political dominance. In addition, global 
economic changes meant that the significance of the funds had by 
the 1980s been restricted to such an extent that their unpopularity 
made them a burden, rather than an asset, for the social democrats. 

The smooth functioning of the Model was also premised on the 
implicit acceptance by the unions of the veto power that business 
retained on the direction of economic development. For the social 
democrats, collaboration with business had always been a pre- 
condition for the pursuit of welfare politics. Occasional disputes 
between the two sides were resolved in such a way that ‘the 
interests of capital did not suffer and radical notions of economic 
planning or the collectivising of industrial ownership had to give 
way’.!46 Beginning from the late 1960s, employee dissatisfaction 
with the workplace, economic reorganization and ideological rad- 
icalism pushed LO to the left. To satisfy its members, retain influ- 
ence over policy-making and solve the wage dilemma, LO 
embarked on an offensive starting with the abandonment of col- 
lective bargaining on workplace problems and ending with the 
Meidner Plan. 

Apart from the interest-based calculations of the Meidner Plan, 
the rhetorical devices applied by LO in the 1970s underline the role 
of ideas in policy formulation and explain changing preferences 
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regarding the Model’s functioning. After all, the proposal was 
outlined in the context of a still-dominant Keynesian consensus 
regarding the role and responsibilities of the state in economic 
policy. 

The importance of ideas was evident in the initial policy res- 
ponse of the Social Democratic, Liberal and Centre parties, whose 
inclination was to work with LO and reach a widely acceptable 
compromise. If ideas and perceptions about ideas do not matter, 
the policy u-turn of the Liberals and the Centre within the space of 
a few years is impossible to explain.'47 In an institutional context 
tilted in favour of the labour movement, the unions opted for a 
left-wing change without calculating the gradual change of 
ideational discourse away from collectivism. 

As March and Olsen argue, for all their importance in explaining 
and analysing institutional change, ideas tend to change only 
gradually, resulting in significant time lags in the absorption of new 
institutional constellations.'48 LO actions facilitated the employers’ 
counter-offensive and provided them with enhanced legitimacy. 
The ideological reversal that accompanied the intensification of 
post-Fordist restructuring and an alteration in the composition of 
the Swedish labour market meant that the wage earner funds had 
unwittingly prepared the ground for the business counter-offensive. 
This counter-offensive dealt a further blow to the old Swedish 
Model and challenged the social democratic hold over ideas and 
policies. 


4 


Demise: Employers’ Radicalism 


If the wage earner funds debate was the culmination of the labour 
offensive, the reaction of the Employers’ Confederation revealed 
their determination to react strongly to the ‘provocation’. SAF 
sought not only to decentralize collective bargaining. It also opted 
for the politicization of its role by taking an active stance in the 
ongoing ideological debate. It launched a series of attacks against 
the ‘trade unionization’ of political economy and the ‘rigid’ 
character of the labour market. Due to the solidaristic wage policy 
and far-reaching labour laws, it claimed, entrepreneurship had been 
undermined and had been combined with a ‘wasteful, spendthrift’ 
welfare state.! 

The employers’ counter-offensive constituted a second signifi- 
cant break with the historic compromise. It went beyond issues of 
distributional efficiency and challenged the dominance of labour 
over distribution. Technological change and the emergence of a 
global economic system obliterated the usefulness of a neocor- 
poratist settlement for SAF. 

Collective bargaining decentralization is singled out as decisive 
in ‘changing the politics of economic decision-making’.* The suc- 
cessful attempt to decentralize bargaining should be viewed as part 
of a broader ideological offensive that sought to undermine the 
usefulness and relevance of a negotiation-based policy pattern. 
Decentralization restored the initiative in industrial relations 
regulation to management and emphasized the importance of 
company-level decision-making, where management is superior, as 
opposed to the industrial and national level favoured by the unions.? 
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The goal of SAF at the end of the 1980s was for wage negotiations 
to be conducted solely at company level. This policy goal has not 
been entirely successful, though, due to two main reasons. 


a) Industrial employers recognized their reliance on labour in a 
post-Fordist era and the need for just-in-time delivery.* The 
1995 bargaining round exposed them to the vulnerabilities of 
complete non-coordination: a costly and self-defeating policy. 
More generally, employers recognized the drawbacks of over- 
hauling the coordinated type of economy they inherited from 
previous generations. Unions and employers have become 
embedded in a dense web of relations. Assuming that the 
employers’ goal is the transition to a variant of LME, moving in 
such a direction entails institutional disadvantages and high 
transition costs. Employers are reluctant to resign from existing 
benefits for uncertain gains tomorrow, especially where the 
power of organized labour remains formidable. 

b) Unions, on the other hand, have retained their relevance in 
policy-making by reformulating their strategies ever since the 
eatly 1990s. A process of bricolage? was launched, resulting in the 
maintenance of high levels of organizational coherence. LO also 
retained strong financial resources, along with its links to the 
Social Democrats. Undermining the Swedish type of negotiated 
settlement in the labour market is much more difficult than 
many in SAF may have thought possible in the 1980s. Insti- 
tutional complementarities are largely responsible. 


An interest-based approach is useful here, as it underlines how 
global economic change and the particular characteristics of 
Sweden’s institutional development permitted a re-alignment of 
forces conducive to a weakening of intra-union solidarity. Never- 
theless, an ‘interests-only’ explanation is inadequate. The salience of 
ideas in persuading key actors of the need for change accompanied 
the collapse of Keynesianism and the onslaught of globalization. All 
of these factors, to a greater or lesser extent, contributed to the 
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formation of a power equilibrium that favoured a shift away from 
centralized bargaining and a corporatist style of policy-making 
towards decentralization and greater employer autonomy on inves- 
tment, production and working conditions. 

Special attention should be paid to two important developments 
in the labour market: a) the fortification of TCO power resources 
and the concomitant growth of SACO (Sveriges Akademikers 
Centralroganisation), and b) the expansion in women’s employment 
opportunities, facilitated by the gender equality drive and supported 
by a set of policies aiming at women’s emancipation. Economic 
change complicated wage bargaining and undermined the old settle- 
ment. Technological change and the growing exposure of the 
domestic market to venture opportunities abroad played a crucial 
role in the institutional differentiation »7bin labour and capital. Still, 
an exclusive focus on economic incentives ignores the salience of 
ideological convictions with clear political repercussions. These 
strengthened the employer counter-offensive. The ideological turn 
of SAF is crucial to understanding the old Model’s collapse. 


New Policy Actors and the Fragmentation of Decision-Making 
By the late 1960s, the parameters of the Swedish Model’s operation 
had shifted. This did not necessarily represent a break with estab- 
lished practice. For instance, the centralization of collective 
bargaining was only introduced in the mid-1950s on the insistence 
of SAF and proved successful for no more than 10 to 15 years. 
Collective bargaining decentralization is not an aberration from the 
politics of compromise per se. It is rather a representative case of a 
politically motivated attempt by the Employers’ Confederation to 
disarticulate the Historic Compromise by means incompatible with 
those on which the Model was initially founded. 

Until the 1960s, certain factors provided a sense of continuity in 
the Model. First, the relationship established over years between 
leaders such as the LO President Arne Geijer (1956-73) and the 
Executive Director of SAF Bertil Kugelberg (1947-66). That they 
had been involved in negotiations from the early postwar period 
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meant they shared a common understanding on the operation of the 
labour market.° Second, most wage earners were LO members. This 
allowed the solidaristic wage policy to function. ‘It was relatively easy 
to reconcile the two components of solidaristic wage bargaining (te- 
distribution and restraint) in the 1960s because there were only two 
major actors in the bargaining process...’? Finally, both labour mar- 
ket partners and the state benefited from collaboration and negoti- 
ation as the Swedish economy boomed during the Golden Age.® 

From the 1960s onwards, new actors joined the negotiating 
table alongside LO and SAF. TCO, founded in 1944, grew consid- 
erably. This allowed it to become a partner of LO on issues of 
social and economic policies, breaking the blue-collar monopoly of 
wage earners’ representation.? From 1945 to 1975, union growth 
rates increased (Table 4.3) but the LO membership share fell from 
79 to 63 per cent whilst that of TCO increased from 14 to 32 pet 
cent.!° (Tables 4.1 and 4.2) This reflected changes in the organ- 
ization of production. From the 1950s to the 1980s the percentage 
of workers employed in the manufacturing industry dropped from 
around 40 per cent to approximately 20 per cent.!! 

TCO became an active participant in corporatist policy-making 
by increasing its representation in public bodies tenfold between 
1950 and 1980.'? Its organizational capacity, in a country where 
civic participation in voluntary associations and unions has always 
been high, also improved markedly. In 1990, TCO employed 116 
professional staff compared to 269 employed by LO.’ The union 
confederation of academically trained professionals, SACO/SR, 
was founded in 1947.!4 

In 1966, public sector employees gained full bargaining rights 
and the right to strike: SACO utilized this opportunity and organ- 
ized a teachers’ strike.'5 In 1971, higher civil servants and profes- 
sionals in SACO and SR went on strike again in reaction to wage 
drift in the blue-collar sector and pay egalitarianism in the public 
sector.!6 Such strike action, in combination with the uneasiness in 
LO unions related to changes in work organization, was a cleat 
indication that the Model was entering a new phase, not least 
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Table 4.1: Union growth rates, percentage of union density 








Year LO TCO SACO SR 
1945 78.5 14.1 0.5 1.0 
1950 77.9 16.9 1.0 1.3 
1955 76.1 19.2 1.8 0.8 
1960 74.4 20.6 2.2 0.8 
1965 70.6 24.3 2.8 0.8 
1970 66.3 28.3 3.2 0.8 
1975 62.9 31.9. 4.3 = 








Source: Kjellberg, A. Sweden’, in The Societies of Europe, P. Flora, F. Kraus and F. 
Rothenbacher (eds.) Basingstoke: Macmillan 2000, p.650. 


Table 4.2: Union membership, growth by Confederation, in 








percentage 
Year LO TCO SACO SR 
1945-50 2.8 6.8 17.2 8.2 
1950-55 1.4 4.4 15.4 74 
1955-60 12 3.1 5.9 1.3 
1960-65 0.9 333 6.7 0.8 
1965-70 0.8 5.2 5.2 1.6 
1970-75 2.4 6.0 O47 = 





Source: Kjellberg, A. Sweden’, in The Societies of Europe, P. Flora, F. Kraus and F. 
Rothenbacher (eds.) Basingstoke: Macmillan, 2000, p.650. 


Table 4.3: Union membership in thousands, 1950-1980 








Year LO TCO SACO 
1950 1.278 272 44 
1960 1.486 394 73 
1970 1.680 719 115 
1980 2.127 1.043 225 
1990 2.230 1.276 330 





Sources: Kjellberg, A. ‘Sweden’, in The Societies of Europe, p.618; Peter Gourevitch et 
al., Unions and Economic Crisis: Britain, West Germany and Sweden, London: George 
Allen and Unwin, 1984, p. 344. 
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due to the lower levels of collective agreement coverage, organiz- 
ation and union density that characterize the service sector.!” 


Publi sector expansion and gender equality 

The right to strike offered to public sector employees resulted from 
the growing importance of the public sector in overall wage 
agreements. Until the mid-1960s and early 1970s, Sweden was not 
very different from other OECD countries in terms of the size of 
the public sector.!® After that period, public sector employment 
increased sharply. Between 1965 and 1977 the average annual 
increase was 5.7 per cent and by the end of the 1980s the state 
employed one in three workers." 

The public sector was embodying the drive for democracy 
supported by LO and TCO, whereas private firms were deemed 
unaccountable by a large part of the labour movement.”? Political 
considerations on the part of SAP were clearly at play, as work in 
education, health and social services was seen as promoting social 
solidarity.*! Public expenditure rose from about 43 per cent in 1970 
to over 60 per cent in 1989 (Table 4.4) and public consumption 
increased from 16 per cent in 1960 to 30 per cent in 1983.2? The 
growth in public expenditure resulted from the fact that the 
Swedish welfare state was mainly reliant on tax-financed social 
services rather than the social security contributions typical of the 
Continental welfare model. The growth in social expenditure 
meant that the ratio of those employed in the public sector or living 
on state benefits to market-financed individuals rose from 0.38 in 
1960 to 1.51 in 1990.74 

The role of women in this process has been crucial. Female 
rates of employment shot up from approximately 30 per cent after 
the Second World War to 50 per cent in 1960 and 74 per cent in 
1980.25 Social policy was a prime factor behind this growth. Along 
with subsidized childcare facilities, universal child benefit and care 
for the elderly outside the household,” the 1974 Parental Insurance 
Act enabled parental leave for both men and women. A tax reform 
at the beginning of the 1970s entailed an individual assessment of 
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incomes to enhance the attractiveness of paid female employ- 
ment.?’ In 1979, an Equal Status Act was passed offering legitimacy 
to women’s needs.”§ Bargaining between LO and SAF led to the 
abolition of ‘women’s wages’ in 1960.7? The side effect of this 
growth has been the extremely high levels of segregation in the 
labour market. Women mostly occupy low-paid public sector jobs, 
very often on a part-time basis, and men concentrate in the higher- 


paid private and professional sector.>” 


Table 4.4: Public government outlays, percentage of GDP 











Country 1970 1975 1979 1984 1989 
USA 31.6 31.7 36.5 35.8 36.5 
Japan 19.4 31.6 33.7 33.2 32.9 
Germany 38.6 47.6 49.4 48.0 45.1 
France 38.5 45.0 50.4 52.0 49.3 
UK 38.8 42.5 46.9 47.2 39.7 
Sweden 43.6 61.0 66.3 63.5 60.6 





Source: OECD Working Paper 1991 (90), Table 6, p.38 


Separate wage negotiations were initiated involving different 
cartels at different levels as a result of public sector expansion. This 
inevitably complicated collective bargaining. In the private sector, 
bargaining was now taking place between LO, SAF and PTK 
(Council for Negotiation and Co-operation), a white-collar union 
cartel comprising both TCO and SACO unions. In the public sector, 
wage determination resulted from negotiations at two levels. At the 
national level, the National Agency for Public Employers (Statens 
Arrbetsgivarverk, SAV) negotiated with a cartel comprising unions 
affiliated to LO (Statsanstalladas Férbund, SF),'TCO and SACO/SR- 
S.3! Regionally and locally, SKAF (later renamed Kommunal, KTK 
(Kommunaltjanstemannakartellen) representing TCO and SACO/SR-K 
(Kommunerna) was tesponsible for negotiations with SK (Svenska 
Kommunforbundel), the Swedish Association for Local Authorities and 
LF (Svenska Landstingsforbundel), the Federation of County Councils.*2 
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Four bodies enjoyed very similar strength in wage negotiations. 
LO, PTK and the public sector unions represented LO and TCO 
unions. This ‘Gang of Four’? signified the end of uniformity in 
determining the parameters of the industrial relations system. The 
distributional equilibrium prevalent until the 1960s changed and 
offered little incentive to private employers to continue with 
centralized negotiations. According to SAF, the new environment 
violated the norm of fairness in wage distribution.*4 The institu- 
tional preferences of key actors changed as a result of shifting 
interests and a new constellation of power between the public and 
ptivate sector. 


Solidaristic wage policy under strain 

The politics of wage solidarity that LO adopted through the Rehn- 
Meidner Model ran into difficulties. A crucial factor in that, apart 
from the increasing profitability of export-oriented firms, was the 
growth of white-collar unions. Whereas the coordination of wage 
policy had earlier equalled wage settlements in line with economy- 
wide competitiveness, after that period they became synonymous 
with income settlements for all income groups and occupational 
sectors.*> The LO-SAF agreements were until then seen as defining 
the upper limits of white-collar demands. After the 1960s, they 
defined the minimum acceptable limits.3° This complicated the 
attempts of LO to reconcile real wage increases with a narrowing of 
wage differentials at a time when solidaristic wage policy had begun 
to have a real effect on inter-industry wage levels.*” 

Between 1970 and 1980 wage dispersion among manual workers 
dropped by 54 per cent. For white-collar workers the reduction was 
26 per cent between 1972 and 1980.38 LO unions with predomin- 
antly low-paid members had formed a powerful cross-union 
alliance, supported by Metall, and enforced a successful policy of 
wage solidarity across the board. Moreover, the agreements between 
LO and SAF after 1969 went beyond the original Rehn-Meidner 
proposals. Aside from inter-industry wage levelling, the principle of 
‘equal pay for equal work’ started to mean wage equalization within 
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firms too, thus squeezing wage differentials.*° The attempt by LO 
to defend wage levelling across the board was premised on the 
belief that wage differentials were too high to be justified on the 
basis of job and skill differences. The radicalization of the labour 
movement played a decisive part in the LO stance. 

Wage levelling undermined the competitiveness of the Swedish 
economy. As Erixon has argued, ‘in practice, solidaristic wage 
policy followed the principle of “equal pay for unequal work” as 
much as the original principle of “equal pay for equal work””.4° The 
introduction of detailed clauses in the agreements during the 1970s 
meant that there was less room for adjustment to market con- 
ditions.4! While this change was in line with part of LO’s wage 
politics of solidarity, the employers, especially in the engineering 
sector, were less than happy. The Association of Engineering 
Industries (Verkstadforeningen, V¥) first suggested that wage bargain- 
ing should become decentralized in 1974. By 1975, it became the 
first important SAF member to consider steps in that direction, 
although the SAF leadership was not yet convinced of the 
proposal’s merits.” 

The VF rejection of the changed Swedish Model resulted from 
their reduced margins and competitiveness. Employers had until 
then used wage drift at the plant level to reinstate some form of 
wage differentials.43 New provisions added to LO-SAF agreements, 
however, meant that unskilled workers were now compensated for 
the wage drift enjoyed by skilled workers during the previous year. 
Company-level union officials often attempted to please all sides by 
securing certain wage increases but without abandoning the increase 
for low-paid members. A form of ‘secondary drift? ensued.# 

Wage drift had become significant in 1964, when it exceeded 
contractual wage increases by more than two times.*5 The influx of 
more bargaining players led to more drift. SIF and PTK attempted 
to pre-empt the wage drift built into LO contracts and called for 
the adoption of earnings development guarantees safeguarding a 
drift of up to 100 per cent to the one achieved by LO.** To 
maintain the solidaristic wage policy, LO adopted a wait-and-see 
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approach in wage bargaining and this caused friction with the other 
negotiating bodies. 

In the context of blue- and white-collar rivalry, wage drift became 
a major source of economic instability, characterized by up- and 
downward cycles of wage increases that reduced the real purchasing 
power of employees due to inflationary pressures. In 1974, nominal 
wage increases reached the highest level since the 1950s but real 
earnings were only marginally higher. Between 1970 and 1992 wage 
costs rose 700 per cent whereas real wage increases were between 
10 and 20 per cent.47 Combined with the acceptance of consistently 
high inflation, contrary to the Rehn-Meidner Model’s prescriptions, 
this wage—price spiral was attacked by SAF in its 1976 Report. 

Threatened by the growing importance of TCO and SACO, LO 
attempted to assert its dominance.*8 ‘LO leaders used to proudly 
proclaim that “we decide everything” and TCO and SACO have to 
adapt to these positions.’ In 1964, LO started a campaign against 
TCO and threatened to abandon wage restraint.5? Five years later it 
launched a bid to coordinate all bargaining under its leadership.*! 
Threatened by SIF with industry-level bargaining if it did not agree 
on a separate central agreement for white-collars, LO retreated; in 
December, SAF signed a separate five-year agreement with what 
became PTK a few years later? The leading position of LO was 
not guaranteed any longer and the Confederation opted for a wait- 
and-see tactic before the 1971 bargaining round to negotiate on 
low-wage earners from an equal footing.>> “LO were waiting until 
PTK was ready with agreements ... they were spying on each other, 
waiting for each other and were in clear competition.’ 

The old Model was not working. Still, common solutions and 
proposals were negotiated between the parties. In 1968, LO, TCO 
and SAF set up a working group to establish a new wage nego- 
tiation prototype. They realized that productivity growth rates in 
the domestic sector lagged behind those of the competitive/export 
sector,° and that domestic-oriented services and industries were 
able to pass on wage increases by raising prices.°’ An LO-SAF 
commission was set up to look into wage development. It 
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comprised the chief economists of TCO Gésta Edgren, SAF Karl- 
Olof Faxén, and LO Clas-Erik Odhner, and became known as the 
EFO model.58 A distinction was made between the competitive 
(‘C’) and the sheltered (‘S’) sector of the economy. The operating 
principle of EFO was to tie wage increases to productivity growth 
in the export sector and add world inflation.*? Increases in prices 
for the C sector were taken to be externally determined. Equal pro- 
ductivity growth levels in C and S meant that unions and employees 
in the latter would have to accept lower wage increases. 

In the 1970s, economic stagnation and falling productivity 
exacetbated the problem of coordinated bargaining. World produc- 
tion and foreign trade rates declined. Sweden was particularly hard 
hit due to its high dependence on industries such as iton ore, 
forestry and shipping.©! The state sought to control events by 
taking an active part in wage formation, by manipulating tax 
policies and changing the level of employers’ contributions. In 
effect, state incomes policies were legitimized and the state took 
part in the concertation process to improve economic conditions.%2 
The ‘Haga talks’ brought together all major parties, interest groups 
and labour market partners to reach an agreement on after-tax 
wages. The agreement reached and the acceptance by firms of 
higher wage increases proved to be an illusionary settlement. 

Due to an unexpected profit boom in raw material prices and 
high international demand for investment products, employers 
agreed on higher wages, as wage drift was very high.°+ This was in 
line with the Rehn-Meidner Model’s assumption that a simul- 
taneous profit and export boom leads to high wage drift as 
demands for compensation become more vocal. The rise in 
inflation in 1974 led to the growth in the wage—price spiral® and 
was succeeded by fluctuating policy cycles in the periods 1973-76 
and 1977—80.% The increase in payroll taxes from 1973 to 1977 
compounded the country’s economic problems.’ Wage drift 
reduction from 6-7 per cent in 1974-76 to about 3.5 per cent in 
1979 was more the result of falling profit margins than a sign of 
union restraint.8 In the words of Assar Lindbeck, 
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A basic idea in Swedish economic policy during the 1970s 
and 1980s was to replace market mechanisms with political 
and administrative decision making, including selective taxes 
and subsidies ... a reduced role for economic incentives and 
markets was supposed to be compensated for by selective 
government financial support and interventions. 


State income policies and selective state intervention to prop up the 
economy were not only antithetical to the traditional Swedish 
Model. They were also ineffective, as the internationalization of 
large parts of the Swedish economy meant that unions could hardly 
influence variables central to the agreements reached. This is the 
also the main reason for the failure of the EFO model in the 1980s, 
with the union and business sides split over future inflation pro- 
jections and acceptable wage increases.” 

The operation of the Rehn-Meidner Model was distorted with 
regard to labour market policy. Instead of stimulating restructuring, 
labour market policy now accommodated the expansion of the 
public sector in the face of economic stagnation.’! Instead of 
encouraging labour mobility, it was increasingly used as a means of 
substitute employment for those regions registering surplus 
labour.” Whereas in the 1960s about 0.5 per cent of the labour 
force was taking part in labour market retraining schemes, a decade 
later the percentage had risen to 1.5 to 2 per cent. Its apogee would 
be reached in the early 1990s, when 5 per cent of the labour force 
was enrolled in such programmes. Interestingly, this occurred under 
the auspices of the centre-right Bildt government, otherwise 
committed to dismantling social democratic policies. 

The non-socialist coalition government (1976-82) did little to 
change the situation. Public expenditure rose further during that 
period.” In terms of industrial policy, the centre-right actually 
‘nationalised more industry during their first three years in office 
than the Social Democrats had done in the previous 44 years’.”4 
The government’s social policies continued along the lines set by 
its predecessors. Avoiding welfare reductions as well as tax cuts 
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meant that by 1982 the public deficit had reached 13 per cent of 
GDP.7> 

Finally, regarding the pay structure, the centre-right govern- 
ments of 1976 to 1982 attempted to inhibit a rigid pay standard- 
ization for public employees; but in a position of political weakness, 
and confronted by LO, they were less determined than their Social 
Democratic counterparts to change the system.” Many of their own 
supporters accused the centre-right parties of trying to outdo SAP 
by implementing its policies more efficiently.” The government 
sought to convince the electorate that the social democratic con- 
sensus could be maintained under a non-socialist administration. 

In that respect, interesting parallels have been made between the 
1970s government and the Adians for Sverige. The description of the 
Moderate Party as the ‘light’ version of SAP by the Swedish media 
was a constant theme during the 2006 pre-election period. It also 
captures, at least to a certain extent, the shift of the erstwhile neo- 
liberal Swedish party towards the centre of the political spectrum, at 
least with regard to its policy discourse. The party leader since 2003 
and Prime Minister since 2006 Fredrik Reinfeldt is credited with 
that change, following similar attempts at ‘rebranding’ the centre- 
right elsewhere in Europe, such as the UK Conservatives under 
David Cameron, the Spanish Popular Party under former leader 
Jose Maria Aznar and the Greek New Democracy Party headed by 
Kostas Karamanlis. 


Flexible Specialization and the Cross-Class Alliance 

The transition to post-Fordism was associated with growing 
employee dissatisfaction. Nevertheless, post-Fordism entailed a set 
of opportunities for business on the basis of which the export 
sector, particularly the engineering branch, was able to push for the 
decentralization of bargaining and exploit flexibility in production 
techniques. Nonetheless, complete decentralization of bargaining 
soon fan counter to the sector’s cherished goal of industrial peace,’® 
and by the end of the 1990s efforts to coordinate wage bargaining 
were well under way. 
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Central to the process of decentralized bargaining and the 
emerging dichotomy between export-oriented and domestically 
oriented capital and labour has been the concept of flexible 
specialization associated with the rise of post-Fordist production 
techniques. Post-Fordism is a vaguely defined concept. It has been 
argued that industrial restructuring in the 1970s was accompanied 
by a series of new production options and possibilities, ranging 
from the division of labour along post-Taylorist lines to the growth 
of small-scale network firms operating alongside big conglomerates 
aiming at the delivery of specialized products.” 

For the purposes of explaining the emergence of a ‘cross-class 
alliance’ between export-oriented capital and labour,’ flexible 
specialization is the core theory. “The widespread application of 
numerically controlled, multipurpose machinery during the 1970s 
and 1980s led to a shift away from standardised mass production to 
diversified quality production.’! Taylorist methods reached the 
limits of their effectiveness. They were replaced by a mode of pro- 
duction emphasizing the ‘responsible autonomy’ of workers, who 
were given multifaceted tasks to deliver ‘just-in-time’ products.? 
The clear-cut Fordist distinction between skilled and unskilled 
workers gave way to a less hierarchical pattern of product organ- 
ization that stressed individual abilities as a core element of value 
added. In that context, John Matthews has defined post-Fordism as 


[Focusing] on the need for flexibility and a capacity for 
innovation in an economy geared to dynamic structural 
adjustment. It is distinguished from competing neo-Fordist 
perspectives in its insistence that flexibility and productivity 
are most efficiently based on the skilled input of workers 
taking increasing levels of responsibility for the design of 
their jobs, their workplaces, their products and ultimately the 
management of their enterprises.® 


Swedish unions and employers adopted part of these techniques in 
the Kalmar car production factory pioneered by Volvo. Lipietz has 
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defined ‘Kalmarism’ as the ‘external rigidity of the labour process 
associated with negotiated involvement by producers’.8+ The 
reference to external labour process rigidity is probably a reference 
to the high degree of labour protection laws in the Swedish context. 
‘Multi-skilling’ offered opportunities for personal advancement 
through retraining but also widened inequalities between different 
categories of workers. 

Employers in the engineering sector greeted the reorganization 
of production as an opportunity to embrace flexible production 
techniques.** To achieve economies of scope, they became attracted 
to the idea of enhancing non-standard forms of payment, such as 
bonuses, performance-related payments and profit sharing.*¢ In this 
way, employees would participate in company management in line 
with Van Tulder’s definition and in the context of a form of 
popular capitalism. Moreover, the adoption of new technologies 
and specialization techniques was particularly important for the 
Swedish economy, taking into account the small size of the 
domestic market and the reliance of its export companies on 
foreign market accessibility.’ 

By the 1970s and increasingly in the 1980s, therefore, a series of 
interrelated factors led to the fragmentation of the old Model. The 
Swedish engineering sector, primarily mass producers such as 
Volvo, Electrolux and Saab, opted for flexible specialization to 
increase their competitiveness by attempting efficiency gains in 
machinery and inventory usage and using non-standard payment to 
attract skilled workers. The engineering sector had become central 
in Swedish prosperity ever since the transformation of Swedish 
industry added more jobs in the engineering sector while dimin- 
ishing the salience of labour-intensive activities.®8 

The existence of solidaristic wage policy, however, meant that 
non-standard forms of payment were inhibited, increasing the 
danger of lost competitiveness as a result of companies’ inability to 
attract high-skilled labour. As early as the 1970s, engineering 
employers moved to monthly or fixed hourly wages because of the 
spillover effects of centrally agreed wage drift clauses.8° In 1991, a 
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survey by Me/al/ showed that about 55 per cent of its members 
received some form of incentive pay.°? In addition, wage levelling 
meant that skilled workers were in increasingly short supply as the S 
sector expanded.?! Despite the lower levels of public sector 
productivity that the EFO Model identified, the reallocation of 
resources from the protected to the competitive sector was not easy 
to bring about in a context of wage solidarity. ‘C-employers’ 
increasingly saw centralized bargaining as reflecting the ability to 
pay of S firms and employers, undermining their own growth. The 
demise of Volvo’s Kalmar plant was for some a reflection of the 
rigidity that had become engrained in industrial relations.%? 

The new production paradigm had far-reaching consequences 
for the unions. In a similar fashion to the engineering employers’ 
perception of fundamental disequilibria in the moral economy, 
engineering unions resented the fact that public sector unions were 
in effect living off their productivity-based wage increases. The 
separate wage contracts signed by LO and PTK increased the 
perceived injustice in remuneration for industrial LO unions. 
Bound by the Confederation’s solidaristic wage policy, skilled 
workers saw their relative pay position worsen compared to their 
white-collar colleagues.?? Furthermore, the balance of power within 
LO shifted in line with the public- and service sector expansion. In 
1978, ‘the traditional dominance of the metalworkers ... was 
displaced by the largely female Municipal Workers’ Union SKAF’.% 
As elsewhere in Peter Katzenstein’s ‘Small States’ (1985), in Sweden 
too the erosion of wage differentials between skilled and unskilled 
labour meant that skilled workers in the tradable sector had no 
option but to escape from centralized bargaining procedures. What 
is more, the changing economic conditions and the increasingly 
salient role of the competitiveness of the export sector added 
market power to their claims and legitimized these claims in the 
eyes of the government.°> The leadership of Mefa// in particular 
feared an exodus of its members and their switch to SIF in search 
of better contracts. There is some evidence that a number of 
members did indeed make that switch. 
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Under these conditions VF, which in 1992 was renamed VI 
(Verkstadsindustrier) after merging with the Industrial Association 
(Mekanforbundet) decided to leave centralized bargaining. In 1983 it 
offered Metal] the possibility of a wage increase higher than that 
negotiated between LO and SAF. Having failed to reduce excess 
profits through the wage earner funds proposal, Meta// had by that 
time seen its relative position diminish steadily. In an impressive u- 
turn, the union previously backing wage equalization was now the 
first to break from the centralization pattern by meeting the terms 
of VF and concluding an agreement outside the LO-SAF network. 

A careful reading of Mefa/?s position shows that the 1983 
agreement was far from surprising. As far back as 1959 the editor 
of Metall newspaper Gdsta Svensson had argued against the 
interpretation of solidaristic wage policy as legitimizing wage level- 
ling across and within different occupational sectors. While sup- 
portive of the ‘fair wages’ argument, he defined just wage levels by 
pointing out the differences in training, variation in levels of 
individual responsibility in different workplace sectors and dis- 
similar career advancement paths resulting from such diversity.% 
He implied that such discrepancies needed to be part of an overall 
union strategy regarding wage determination. 

The adoption of an inflexible interpretation by LO, staunchly 
advocated by smaller and public sector unions, ran counter to such 
a proposition. Further, Mefa// tried in the 1970s to redefine its role 
at the negotiating table. In its 1973 Congress, a long debate on the 
precise definition of a solidaristic wage policy took place and the 
union asserted that wage politics of solidarity could not mean equal 
wages for all, irrespective of work conditions and demands.” The 
evolution of VF policy is strikingly similar to that of Metall, 
revealing the accuracy of Swenson’s insight into the cross-class 
alliance. Having instigated earnings development guarantees to 
enhance wage flexibility and restraint, VF called in 1966 for the pre- 
calculation of anticipated wage drift in agreements to keep wage 
rises for those expecting high drift at low levels and permit 
comparable rises for those with little or no drift.!0°° When these 
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guarantees went beyond the LO-SAF arena of bargaining, VF 
turned against them. On the union side, public sector expansion 
deprived Me/a// of its leading role among LO unions. 

Predictably, Meta/?s decision was met with an acrimonious 
reaction by public sector LO unions. The editorial of Kommunal 
newspaper in 1983 described Me/al// as the problematic child of LO, 
and recalled the leading role Me/a// had played in setting up the 
solidaristic wage policy.!°' The 1986 LO Congress revealed the 
chasm between Metall and Kommunal, with accusations traded during 
the Congress proceedings. Mefa// delegates underlined the problems 
caused by Kommuna’s desire to fix its compensation rate for Mesall 
drift to 100 per cent.! The pattern of wage levelling within 
industry was now disrupted and market forces were able to deter- 
mine wage differentials to a far greater extent.!°9 LO had taken a 
calculated risk at the beginning of the decade. Its 1981 Report 
submitted to Congress and entitled ‘A Wage Policy for the 1980s’ 
(Lénepolitik for 80-talet), admitted that the politics of wage solidarity 
as practised until then might have been a mistake; an opinion that 
was shated by Mefal//.'°4 By that time, however, it was too late to 
reverse the trend towards decentralization and the paralysis of 
solidaristic wage politics that followed. 

The precise definition of solidaristic wage policy remained 
elusive. In 1991 an LO Congress Report clarified that wage level- 
ling had mistakenly taken precedence over equal pay for jobs of 
equal worth.'> Both LO and TCO decided to focus on an attempt 
to link pay determination with production issues to emphasize the 
relevance of unions in members’ everyday work experience. The 
change in approach was to a large extent the result of SAF’s 
successful decentralization strategy.!96 Still, the engineering alliance 
met with fierce resistance, not only from public sector unions but 
also from employers in the retail and commercial sector. The Com- 
mercial Employers’ Association (Handels Arbetsgivarorganization) 
became the ‘most persistent opponent of decentralization’.! 

This resulted from the retail sector’s ability to compensate for 
increasing wages by passing on the costs to consumers through 
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rising prices. It also revealed the difficulty of Hande/s in locking out 
its workers, who could easily cross over to ‘Konsum and PUB, 
parts of the huge cooperative movement outside of SAF and 
friendly to the Social Democrats’.!°° Chapter 6 will show that the 
discrepancy between Handels and the engineering employers, 
manifested in the 2007 bargaining round, remains as potent today 
as it was 25 years ago. 

The decision by Metal and VF to conduct separate wage 
negotiations in 1983 intensified the pressure on LO. It could hardly 
keep the coordination of bargaining intact as the antagonism 
between public and private sector unions and employers’ organ- 
izations became increasingly manifest. In 1985, a centralized 
agreement was reached after the government pressurized LO and 
SAF. A wage ceiling was agreed but the pattern of distribution of 
this increase was to be determined at plant and industry level.!” 
The assassination of Olof Palme and the special circumstances 
created after his tragic death persuaded SAF to agree to a central- 
ized agreement in 1986. However, greater market determination of 
wages and the respective pay increases for the private and public 
sector meant that ‘the public sector’s moral claim to full inter- 
sectoral parity without regard to economic consequences’ was 
effectively deflated.!! 

The 1986 and 1987 public sector agreements spelled the end of 
the automatic wage adjustment procedure that kept government 
pay in line with private sector increases. In 1989, an agreement 
similar to the one in 1983 was signed, with Mefa// and VF 
concluding a separate agreement.'!! During the 1980s negotiations 
between SAF, LO and PTK drifted from the peak to the industry 
level. The Social Democrats wished to put an end to this by 
appointing a national commission, the Rehnberg Commission, 
composed of one national mediator and a representative from each 
of SAF, LO, TCO and SACO to work out a two-year stabilization 
agreement. !!2 

Although it appeared to be a return to centralization, the 
agreement reached in 1991 was in fact an example of extreme 
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decentralization. Its provisions stipulated that no local negotiations 
on the final agreement were allowed, thus offering individual 
employers the opportunity to determine local pay and obliterating 
unions from the workplace.'!3 By 1993, centralized negotiations had 
collapsed as the new centre-right government elected in 1991 
declined to extend the mandate of the Rehnberg Commission. 


Interest and Ideas, or SAF as an Agent of Ideological Change 
In February 1990 SAF decided to shut down its statistics unit, 
established with LO in 1970, as well as its bargaining unit. It 
delegated authority regarding wages and general working conditions 
to its member federations.'!* But it did not stop there. In Sep- 
tember it announced its intention of withdrawing from all 
corporatist bodies and agencies, including the Labour Market 
Board (AMS), with the exception of the Labour Court, the 
Supreme Social Insurance Court (Forsakringsoverdomstolen) and the 
Pension Funds Boards.'!5 The government then expelled union 
representatives from most boards and commissions on grounds of 
SAF’s decision."!6 

The ultimate goal of the Federation was to dismantle the politics 
of compromise. The crisis of social democracy — not only in 
Sweden, but worldwide — was conducive to such an attempt. But 
the employer counter-offensive was not solely the result of 
developments in the labour market and did not originate in the 
1980s. It was planned, organized and gradually executed as a 
counter-reaction to the radicalization of the labour movement. In 
deciding to fight employee radicalization with its own politicization, 
SAF drew strength from the ideological backlash against the 
Keynesian consensus. In terms of timing and policy results, the 
employer counter-offensive was undoubtedly rewarding, though 
not entirely successful. 

The ideological counter-offensive can be chronologically located 
as eatly as 1968, in a defensive move attempting to ward off the 
attacks of the labour movement.'!”7 A pilot project launched in 
response to labour radicalization emphasized how SAF should 
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strive for the creation of an ‘ideology of business’ and make sure 
that its message receives as wide an audience as possible. Dissem- 
inating information to schools, clubs, journalists and parliamen- 
tarians should be the first goal.!!8 The ‘movement’ should strive to 
capture the virtues of individualism and underline the significance 
of risk-taking as morally superior to the collectivist notions of the 
Left. The 1976 brochure discussed in the previous chapter was one 
of the methods used to disseminate the new message. 

When attacked for its members’ excessive profits, SAF decided 
to opt for a different strategy. Its focus moved away from the 
notion of ‘employer interest’. Instead, the Confederation drew 
attention to the individual entrepreneur and small family units, 
whose economic survival was threatened by high marginal taxes on 
labour and an economy traditionally geared towards big con- 
sortia.!!9 Small entrepreneurs could be beneficial for SAF in terms 
of the image it wanted to project to society as a whole. Hard- 
working independent businessmen willing to take risks: a world 
apart from the image that LO cultivated of business as synonymous 
with near-monopolistic and exploitative tendencies. The emergence 
of a strong entrepreneurial spirit was also a by-product of the 
decrease in the average firm size facilitated by technological 
evolution.!?° That development facilitated the goal of SAF, as it 
contributed to an individualization of the workforce and the 
gradual loosening of solidarity ties usually formed in large-scale 
production units.!7! 

It was the first time that SAF had made a critical reappraisal of 
its functioning and self-image. It sought a platform of unity 
between the Wallenberg sphere of influence, the export-oriented 
multinationals, and domestically oriented businesses.!2? Playing 
down the image of the independent entrepreneur was a worthwhile 
compromise. To counter the demands for workplace democracy, 
SAF, through the Technical Department’s operations, sought to 
redefine the terms of the debate. It now downplayed issues of 
workplace management and concentrated on the viability and 
profitability of companies in the face of global competition.!?5 
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Apart from the fact that such a line resonated well with 
economic reality, it was also an ideal platform on which to build the 
ideological counter-offensive. Social democracy had essentially built 
its economic strategy on business growth. Reneging on that 
commitment, SAF calculated, was not a viable option. After 1976, 
SAF asserted its new role by presenting a series of demands to LO 
and PTK aiming at neutralizing a large part of the legislation passed 
eatlier, counting on the inability of the unions to circumvent 
collective bargaining.!24 A series of provisions outlined in the three- 
year offer made to LO and PTK diminished recent union gains 
with respect to union representatives’ paid time for union activities, 
sick leave, holiday entitlements and other bonuses.!25 

The drive in favour of free markets and entrepreneurship was 
greatly facilitated in 1976 by the change in SAF leadership. Curt 
Nicolin, chairman of ASEA and one of the top executives in the 
Wallenberg business empire,!*° replaced Tryggve Holm as Board 
Chairman.!?’ It was a sign of the changing balance of power within 
the Confederation. It is also an instructive case of the influence of 
policy entrepreneurs in shaping the contours of the debate first 
within organizations and later outside them, too. 

The new chairman soon instilled a new fighting spirit, deter- 
mined to wage ideological war against the labour movement. 
Nicolin’s major achievement at the beginning of his chairmanship 
was his ability to unite SAF despite the internal split caused by the 
economic and technological results of the ‘cross-class alliance’. He 
quickly won the approval of the member organizations.!?8 

The wage earner funds dispute offered the new leadership a 
good opportunity to project a strong image by countering LO 
demands in the name of freedom for businesses. Olof Lyunggren 
replaced Curt-Steffan Giesecke as Managing Director in 1978. Two 
men united in their denunciation of the Swedish Model now ruled 
SAF.!29 The corporatist generation of SAF leaders accustomed to a 
conciliatory approach towards the unions withdrew.'3° The new 
elite sought to replace the politics of compromise with a new 
pattern of industrial relations resembling the Anglo-Saxon 
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prototype of decentralization and ideological warfare over the 
extent and size of the distribution of profit. Disagreements in the 
labour market between SAF and LO/PTK allowed the organiz- 
ation to assume a leading position in the non-socialist camp and 
fight for the promotion and dissemination of neoliberal values. 

An indication of its desire to bypass the Historic Compromise 
was given in 1977 when SAF sought a lockout for about 200,000 
TCO members and other salaried employees, but was unable to 
achieve its goal.!3! When PTK threatened a general strike, SAF had 
to back-pedal.'3? The economic downturn of that period meant that 
many businesses refused to take the risk associated with a lockout, 
and small firms were still able to free-ride on the lockout because 
the centralized statutes of SAF had not been revised.'* The loss of 
face for the new SAF leadership led them to the conclusion that the 
existent system had to be undermined and then destroyed.'4 

The politicization of the organization proceeded apace with the 
hosting of its first-ever Congress in the same year, part of a series 
of moves aiming at imitating the organizational structure of the 
social democratic movement.!*> Although Congress had, according 
to SAF statutes, only an advisory role, it served as a platform for 
condemning the ‘union funds’ and attracting valuable publicity 
around the virtues of the free market. The wage earner funds 
became the rallying point for an organization in search of ideol- 
ogical unity, as it ‘provided the igniting spark for the mobilisation 
among Swedish industrialists in defence of private ownership and 
entrepreneurship’.!% 

The transformation of SAF from an organization that supported 
a regulated labour market to a staunch advocate of systemic change 
gathered pace over the 1980s. In 1980, SAF was successful in 
triggering the lockout that had failed three years earlier. What began 
as a strike by TCO and then LO became a lockout by SAF affecting 
3 million employees.!37 The whole episode proved costly for SAF, 
as the mediation commission appointed by the government to solve 
the dispute proposed wage increases above what the unions had 
expected.!38 For Curt Nicolin, however, this was an ‘investment for 
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the future’.'%° It made clear to the government that SAF was 
unwilling to continue being part of a system rewarding public 
sector employees for wage increases in the private sector. The 
Confederation began focusing on a long-term transformation of 
attitudes. In 1983, the SAF newsletter (SAF Tidningen) appointed a 
new editor-in-chief who published articles critical not only of the 
wage earner funds but of the Historic Compromise itself, adopting 
a more populist line and provoking fierce debates.!4° 

Challenging the Swedish Model and its policy outcomes with 
regard to the role of the state in economic policy, the appropriate 
level of taxation and corporatist politics meant that SAF had to 
energize functions and institutions previously peripheral to its oper- 
ation. In the 1940s, SAF operated the Directors’ Club, a body 
dedicated to preventing the realization of social democratic postwar 
plans regarding nationalization. It also founded the Joint Com- 
mittee for Private Commerce and Industry (Ndaringslivets Samman- 
fogning, NASO) and the Swedish Free Enterprise Foundation 
(Naringslivets fond, NAFO) to keep the labour movement in check.'4! 

The strategy proved successful and SAF cooperated closely with 
the SAP so long as the party denounced the more radical elements 
of its 1944 Postwar Programme. The decision by the social demo- 
crats to drop their nationalization plans meant that such bodies 
were reduced to an apolitical role. In the 1970s and 1980s, the wage 
earner funds and the ideological emancipation of the Right through 
the monetarist revolution in the USA and the UK meant that such 
bodies acquired a new, prominent role. 

In 1978, SAF augmented its advertising campaign and launched 
a seties of conferences, public meetings and fairs where it pro- 
moted the virtues of uninhibited capitalism and reaffirmed its 
opposition to centralized decision-making (p/anbushallningsmot- 
stind).\ Study groups were created, again imitating the functioning 
of the labour movement. 250 SAF officers and 400 business leaders 
took part in them between December 1980 and January 1981.!# 
Between January and May 1982, SAF produced 200 recommen- 
dations for policy action related to tax and welfare cuts, 
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ptivatization schemes and labour market legislation. Along with 
NASO and NAFO, SAF utilized think tanks such as the Centre for 
Business and Policy Studies (Stadieforbundet Naringsliv och Sambdillet, 
SNS)!#4 and publishing houses like Timbro and Ratio.'* 

SNS adopted a neoclassical economic line, emphasizing the 
wastefulness inherent in state-directed economic activities and the 
efficiency inherent in market exchanges.'4¢ Timbro proceeded with 
analyses on the basis of a public choice approach, highlighting how 
the growth of the public sector had ‘crowded out’ the productive 
sectors of the economy. The Swedish welfare state clashed with 
principles of efficient resource allocation. 

Between 1978 and 1982, Timbro published no fewer than 22 
books, half of which were dedicated to a discussion of free markets 
and the wage earner funds.'47 Electronic media were utilized to an 
unprecedented degree. Local radio stations broadcast SAF mes- 
sages that proved successful in big cities and among the young. Its 
information campaign targeted specific social and occupational 
groups, such as teachers, journalists and students.!48 A study by 
Kristina Boréus found that ‘new liberal’ ideas in op-ed pieces of 
Svenska Dagbladet increased from 30 per cent in 1975 to 70 per cent 
in 1989 while the corresponding figures for Dagens Nyheter in the 
period 1971-89 were an increase from 15 to 30 per cent.!9 

The results were impressive. In 1978, 30 per cent of people 
thought it important to encourage entrepreneurship and 37 per cent 
thought of business leaders as efficient. By the mid-1980s the 
corresponding figure to the first question had become 75 per cent. 
As for the second, the percentage in agreement had become too 
high to merit further research.°° Ad hoc political campaigns took 
place at the time with themes like “Give Yourself a Chance’. The 
zenith of business organization was the coordination of an anti- 
funds campaign culminating in a rally in central Stockholm 
attended by 100,000 people transported from all over the 
country.!5! The ability of SAF to launch a successful propaganda 
campaign at different levels was heavily dependent on its financial 
muscle. Only in 1982 SAF spent around SEK 55-60 million in its 
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anti-funds campaign. By comparison, all five major political parties 
together spent SEK 69 million in the 1982 pre-election campaign.'*? 
The doubling of SAF dues and resources in the 1970s meant that in 
1980 the Confederation had double the income of LO and over eight 
times its strategic reserves. The insurance and guarantee funds that 
SAF maintained meant that in 1987 the organization could draw on 
reserves worth approximately $1.5 billion. 

All this is not to say that all echelons of SAF shared the dream 
of long-term institutional transformation from the beginning. 
Joakim Johansson has shown how mid-level officials and policy 
experts took advantage of their key position in the Confederation’s 
structure. They were effective in neutralizing pro-corporatist 
elements and establishing agreement over withdrawal from 
corporatist bodies, the best example of successful policy entre- 
preneurship.'54 The alliance created after the arrival of Curt Nicolin 
at the top was strong enough in its quest to dismantle the old 
Swedish Model. VF soon managed to unite SAF around the theme 
of decentralization and paradigm shift. “The sector that was pushing 
for [change] was the manufacturing industry ... but as the debate 
went on ... the opinions of the sheltered sector changed and when 
the decision [to withdraw from corporatist boards] was taken it was 


unanimous.”!55 


The political battle 
Despite the strenuous efforts of SAF to create a hegemonic project 
in the 1980s, the Social Democrats, after returning to office in 
1982, retained power for nine consecutive yeats. However, the 
changes under way in the international economy, as well as the 
changed policy discourse regarding the relation between state and 
market, had affected social democracy. A year before returning to 
government, SAP launched the “Third Way’ economic policy pro- 
gramme and a Crisis Report was distributed to local party 
branches. !°° 

The new approach, advocated by Kjell-Olof Feldt and his 
associates and entitled “The Future of Sweden’ (Framtid for Sverige) 
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called for a reappraisal of economic policy. To restore lost 
competitiveness, the economy had to transfer resources to the 
ptivate sector. It became necessary to stimulate industrial profits, 
which required ‘sacrifices by all’.!5’ SAF was pleased with the new 
approach of lowering inflation and the removal of indexation in 
wage development.!5§ The government emphasized the increase in 
company profits that soon became discernible and allowed it to 
retain the support of the business world.!5° 

The policy change seemed impressive but did little more than 
confirm the traditional Swedish social democratic stance on private 
enterprise and profitability. SAP continued to defend full employ- 
ment, an active labour market policy, a strong welfare state and real 
wage increases.'©” The contrasts with the new SAF approach were 
still stark. At the same time, the labour movement was called to 
‘accept’? the need of reducing consumption to stimulate pro- 
duction.'*! Unions had to accept increased company profits and 
agree to the need to reduce both the budget deficit and the size of 
the public sector. The state in general and public spending in 
particular ceased to be the solutions and became the problems.'° 
While the new party line accorded with the cross-class alliance’s 
priorities on wage determination, some policy reforms addressed 
welfare issues. It thus became a thorn in the relationship between 
party and LO. 

The ‘War of the Roses’ (Rosornas Krig) between SAP and LO 
followed.'® It included fierce disagreements over unemployment 
insurance changes in 1983 and 1984,!64 a proposed tax reform in 
1983-84,165 labour market policy,!% the 1986 budget!®’ and the 
privatization of parts of the public sector. It was unions in the 
public sector in particular that sought to warn the party of its 
policies’ consequences not only regarding the recruitment of mem- 
bers, but also for its electoral prospects.!% 

The party—union relationship deteriorated sharply. When the 
government introduced the ‘tax reform of the century’ in 1990, 
agreed with the Liberal Party to reduce the tax burden of com- 
panies and make the tax system less progressive, the clash with LO 
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and TCO was unavoidable. Attempts by Prime Minister Ingvar 
Carlsson to placate LO fell mostly on deaf ears.!© LO leader Stig 
Malm, previously of Mefa//, was openly defiant of the reform and 
patty policy in general, as was his successor Bertil Jonsson (1993— 
2000). The dispute was structural. The Social Democratic 
government came out in favour of the engineering ‘cross-class 
alliance’ by arguing that the wage politics of solidarity fuelled wage 
drift.'71 In 1988, Feldt openly advocated the elimination of 
indexation of public sector pay to private sector pay, warning of 
higher unemployment. As LO struggled to keep its unions together, 
the social democrats made public their reservations about the 
previous course of action decided by LO. The schism in the labour 
movement soon grew. 

Despite the split in the labour movement, the opposition parties 
and the Moderates in particular failed to capitalize on the SAF 
counter-offensive. In 1985, the Moderate Party campaigned on a 
platform of a systemic shift, in tandem with SAF. The Liberal and 
Centre Parties distanced themselves from a frontal attack on the 
welfare state and the SAP warned of the consequences of Moderate 
proposals regarding the welfare state.!7? The non-socialist bloc 
remained split, allowing SAP to promote itself as a guarantor of 
stability. Also, fears of a ‘Thatcherite solution’ due to the neoliberal 
calls of the Moderate Party meant that SAP remained in office with 
the support of the Communists. In 1988, the Social Democrats 
thwarted one more attempt by the Moderates, but in 1990 the 
austerity measures led to an all-time low in SAP’s popularity. 

These measures included the reduction of the sick pay replace- 
ment rate from 90 to 65 per cent for the first three days and to 80 
per cent for days 4 to 90, as well as an emergency package imposing 
a wage freeze and strike ban. The election of Mona Sahlin as the 
new SAP leader in March 2007 initially provoked a sharp response 
from some LO unions reminiscent of her role in that proposal.'73 
The SAP’s electoral performance in 1991 was the worst since 
1928.14 A coalition government headed by the first conservative 
Prime Minister for six decades, Carl Bildt, was sworn in. 
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In 1990, SAF appointed a new Chairman, Ulf Laurin, renowned 
for his antipathy towards the Historic Compromise. Shortly before 
its emergency package, the government called for a meeting at 
Haga to discuss the future of the economy.'> SAF declined to par- 
ticipate and Ulf Laurin proclaimed the death of the Swedish Model. 
Following the self-imposed termination of peak-level negotiations, 
SAF called for ‘coordinated decentralization’ characterized by 
plant-level wage bargaining and industry-level agreements on 
general conditions of employment. Engineering firms started 
introducing plant-level ‘partnership contracts’ (medarbetaravtal), 
which encompassed both blue-and white-collar employees and 
dealt with both wage and general employment issues.'7 It was a 
powerful assault on the status quo supported by LO, focused more 
on attempting to shift the discursive base of the Model rather than 
introducing immediate policy results. This is evident in the limited 
number of partnership contracts signed ever since. 

It is noteworthy that even at that late stage in its campaign, SAF 
was not entirely successful. The Moderates prior to the 1991 elec- 
tion did not adopt its calls for the complete privatization of the 
Swedish welfare state. It was only the far-right New Democracy 
Party (Ny Demokrati) that endorsed such a platform.!” In spite of 
gaining representation in the 1991 Riksdag, that party has since 
vanished from the political landscape. The new centre-right coali- 
tion, in power since September 2006, has also been reluctant to 
endorse the calls of SAF’s successor, Svenskt Naringsliv (Confeder- 
ation of Swedish Enterprises, SN), on the need to amend labour 
law.!’8 The New Moderates (Nya Moderaterna), renamed as such by 
Predrik Reinfeldt, try to avoid confrontation with the unions and 
have promised to retain the large Swedish welfare state. 

An explanation of the change in the policy behaviour of SAF 
should examine how the stable pattern of interest formation was 
disturbed after the 1970s due to economic change. Increasing 
fragmentation in the labour market coupled with technological 
evolution and the differentiation between domestic and export- 
oriented capital meant that employers in the engineering and export 
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sector in general pushed for a systemic shift that incorporated, ner 
alia, the decision to decentralize bargaining. Employers were suc- 
cessful in building an alliance with export-oriented unions, which 
had seen their relative wage increases stagnate due to the wage 
politics of solidarity and employment growth in the public sector. 

The desire for change stemmed from the opportunities offered 
to employers through the utilization of new production techniques. 
They relied on increasing market pressures to determine wage 
formation.!” This development should be placed in the context of 
an interaction of interests resulting from the dual role of labour and 
capital as actors in both the market and the political arena.!8° 
Nevertheless, issues beyond wage bargaining were at stake. Due to 
the historical development of the Swedish Model, the decision of 
certain sectors within SAF to decentralize negotiations on wages 
was part of a broader strategy to consign the Historic Compromise 
to history, characterized by hostility towards LO. This occurred 
through the decision to withdraw from boards and agencies, and a 
push for a new power arrangement characterized by neoliberal 
doctrines and the dismantling of the social democratic welfare state. 

Institutional arrangements are vital in helping to ‘structure the 
strategic interaction among ... actors’.!8! Both the labour offensive 
and employer counter-offensive draw attention to the inadequacy 
of explaining change by focusing only on the altered preference 
formation of parts of capital and labour. The ideational framework 
within which interests are formed and defined in the first place 
constitutes a substantive element of interest formation.'*? In the 
same way that the interests of Mefa// and LO were conditioned by 
the ideas that appeared most desirable,'*? employers had their 
interests formed as part of a newly defined mental map enabling 
them to reach certain conclusions regarding the viability and 
desirability of the Historic Compromise. Since interests are a par- 
ticular sub-set of ideas, they are crystallized over time and express a 
particular constellation of ideological influence. 

If our analysis holds ideas apart from interests, rather than 
seeing them as mutually constitutive, then all we are really saying is 
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‘because they wanted to do it, they did it, and because we know 
they did it (assuming everyone acts on his or her own interests), this 
shows they wanted to do it’.!84 

The international environment plays a decisive role in labour 
politics and social democratic strategies. It conditions the limits of 
the politically feasible for political parties and constraints the policy 
manoeuvre of bargaining in the labour market. The EFO Model 
was a clear expression of the growing internationalization of the 
Swedish economy. It is therefore important to place developments 
in Sweden in a larger context, informed by the twin processes of 
globalization and Europeanization. 


5 


Globalization and 
Europeanization 


Sweden’s EU membership was a result of a pragmatic approach to 
regional economic integration and the new economic paradigm set 
out by multinational firms in the context of globalization. This 
contributed to the formation of new opportunity structures not 
only for employers in export-oriented firms but also for inter- 
nationally oriented trade unions. EU membership is crucial in 
underlining how the Swedish polity became gradually enmeshed in 
a distinct type of regional integration whose consequences are far- 
reaching in a number of policy areas. 

‘In contrast to other types of internationalisation, European 
policy coordination embeds national political economies ... in a 
regional governance structure. Once a European strategy is 
adopted, European priorities become incorporated in domestic 
politics.”! In turn, that is the result of a process of Europeanization, 
defined as the ‘emergence and development at the European level 
of distinct structures of governance, that is, of political, legal and 
social institutions ... that formalize interactions among the actors, 
and of policy networks specialising in the creation of authoritative 
European rules’.2 Europeanization and the formation of European- 
level social partnership patterns has entailed a dynamic interaction 
of the policy structures associated with the Swedish model of social 
partnership and industrial relations with those of the other EU 
member states. As Cowles and Risse put it, “The shifting of ... 
competences to the European level is significant not only due to 
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the resulting EU policies (though they may, in fact, create pressures 
for domestic change as well), but also due to the resulting change in 
domestic opportunities for the actors involved.’ 

Business has played a leading role in European integration, and 
this is clearly manifested in the case of Sweden. Nonetheless, the 
European Union’s multidimensional character and evolving policy- 
making competencies have had significant repercussions for the trade 
unions too. The latter have attempted to utilize European policy- 
making institutions to augment collaboration with the employers and 
avoid direct state interventionism. It has been argued, for instance, 
that changes in the corporatist character of Swedish policy-making 
have been stopped or even reversed due to the institutionalization 
of corporate actors at the EU level.* In the context of growing 
regional integration, understanding the evolution of the Swedish 
Model in the 1990s and 2000s necessitates an examination of the 
opportunities and constraints in which its key actors operated. 


The Globalization Paradigm 

Traditionally relying on the production strategy and innovativeness 
of its Transnational Corporations (TNCs), Sweden has a long his- 
tory of economic relations with Europe.> The creation of the Euro- 
pean Economic Community (EEC) in the 1950s meant that 
Swedish industries established more foreign operations in the 
Common Market area to avoid duty payments.° The growing inter- 
nationalization of Swedish business affected not only the domestic 
balance of power but also the relationship between Sweden and the 
European Union.’ 

In the 1960s, the significance of international trade to the 
Swedish economy had returned to the prewar level of 40 per cent.8 
Between 1965 and 1978, the foreign sales share of Swedish 
multinationals rose from 52 to 70 per cent (Table 5.1) and the share 
of exports in Swedish industry increased from about 25 per cent in 
1960 to 38 per cent in 1975.9 Swedish corporations were increas- 
ingly willing to relocate production and employment abroad. 
Whereas in 1965 Swedish TNCs employed about one-third (33.9 
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per cent) of their workers abroad, by 1990 this figure had increased 
to 60.6 per cent.!° The restructuring of the global production sys- 
tem also entailed overseas employment for Swedish employees. In 
1980, 113,000 Swedish nationals were employed outside the coun- 
try and by 2001 this figure had risen to 520,000." 


Table 5.1: Percentage of total Swedish foreign sales 
produced abroad, 1965-1990 








Region 1965 1970 1974 1978 1986 1990 
EEC 27 32 32 39 39 47 
EFTA 13 12 11 15 17 18 
All 27 29 28 34 38 45 





Source: Thomas Andersson, Torbj6rn Fredriksson and Roger Svennson, 
Multinational Restructuring, Internationalization and Small Economies: The Swedish Case, 
London and New York: Routledge, 1996, p.71. 


Economic globalization has not only transformed the operation 
of business but also led to an intensification of trade and capital 
movement throughout the developed world. This remains mainly 
concentrated on the Triad of the USA, Western Europe and Japan. 
Although sceptics dispute the extent to which absolute levels of 
trade volumes have surpassed those of the pre-1914 era,!? the level 
of interconnectedness of trade has increased dramatically since the 
1960s. The world export: GDP ratio increased from less than 10 
per cent in the 1960s to about 20 per cent by 1997.!3 Trans-national 
firms have become more capable of dealing with floating exchange 
rates.'4 Financial markets have changed in character and there has 
been a strong expansion of financial interconnection. Manufac- 
turing patterns shifted from the subsidiaries model to international 
business divisions with production, marketing and distribution all 
potentially based in disparate geographical territories and 
coordinated through computerized information systems.!> 

Increasing internationalization took place at a time when the 
Swedish economy was suffering from severe deficiencies, which the 
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existent pattern of economic development was ill suited to deal 
with. Labour efficiency in relation to real consumption wages had 
been declining since the mid-1960s!® and marginal tax rates on 
labour, the highest in the OECD world after the Netherlands, 
encouraged a drop in labour productivity and set the wrong 
incentives for an increase in investment (Table 5.2). 

Prior to the 1990 tax reform, Sweden had one of the least pro- 
gressive tax systems in the world when measured according to 
income-related contributions. Wealth and property taxes amounted 
to little more than 2 per cent of total tax receipts (TTR), corporate 
profit tax constituted 2.4 per cent of TTR and national income tax 
14 per cent. In contrast, regressive taxation dominated intakes, with 
flat-rate social security tax coming to 30 per cent, flat-rate local 
income tax 28 per cent and VAT 20 per cent of TTR." 

The power of capital to exit nationally embedded institutional 
arrangements was therefore already on the increase by the 1970s. It 
was not until the launch of the Single Market project, however, that 
the FDI outflows from Sweden to the European Union area 
obliged the government to rethink its stance towards the EU. 


Table 5.2: Marginal tax rates on labour 








Single-earner married couple (with 2 children) Single worker 
Country 1979 1981 1983 1979 1981 1983 
Denmark 68.5 69.0 71.2 68.5 69.0 71.2 
Finland 63.1 63.1 62.5 63.1 63.1 62.5 
France 66.9 66.7 68.8 57.5 57.2 59.7 
Germany 61.1 60.5 60.9 56.8 56.4 57.0 
Japan 40.5 43.9 43.7 35.9 39.4 39.9 
Holland 66.8 69.0 73.5 66.8 69.0 73.5 
Sweden 74.4 73.5 73.0 74.4 73.5 73.0 
UK 51.5 53.4 54.5 51.5 53.4 54.5 
USA 47.1 52.9 48.6 40.2 45.2 42.6 





Source: Robert P. Hagemann et al., “Tax reform in the OECD countries: Econ- 
omic rationale and consequences’, OECD Working Paper No. 40, Paris: OECD, 
1987. 
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The Single Market and the Role of Business 
The economic transformation that European firms experienced 
during the 1970s and 1980s was accompanied by a realization that 
the creation of a Common Market would enhance their competi- 
tiveness on the international stage v7s-d-vis US and Japanese com- 
petitors. It would also reduce their transaction and logistics costs. A 
series of cross-border networks was created in the 1970s and 1980s, 
beginning with Research and Development (R&D) and extending 
cooperation to other areas beyond the increase of trade flows.'® 

The process was facilitated by the exhaustion of national 
economic policies based on flagship firms (‘national champions’), 
whose growth and prosperity in an increasingly interlinked econ- 
omic environment was best secured through European collabor- 
ation. The example of France’s U-Turn in the early 1980s, when 
President Mitterrand abandoned ‘Keynesianism in one country’, 
showed the limits of national economic strategies. It also helped 
create a consensus around the importance of market liberalization, 
ptivatization and deregulation that sparked the debate on ‘Euro- 
socialism’ as an alternative to national economic plans.!° 

It was in the context of this debate that social democratic 
modernizers endorsed European integration as a bulwark against 
neoliberalism. The European Commission was sympathetic to the 
new stance adopted by European business and politicians alike. The 
old strategy of interventionism in industrial policy was abandoned. 
It was replaced by a new role of ‘marriage-broker’”? for firms that 
wished to integrate their research and industrial potential. Upon a 
French initiative the European Strategic Programme for Research 
and Development in Information Technology (ESPRIT) was 
created. The Commission supported it, and it involved major 
European manufacturers, small firms and universities, confirming 
the spreading consensus on the need to enhance European econ- 
omic competitiveness.?! 

The idea of creating a Single Market in the EU could also count 
on British support, despite the United Kingdom’s traditionally 
sceptical stance over other forms of European integration. Though 
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normally unimpressed by references to the EU’s ‘Founding 
Fathers’, Prime Minister Thatcher evoked the original Treaty of the 
Union when endorsing the plans the Commission was sketching 
out.” Closer market integration was not just the result of political 
expediency and Euro-enthusiasm. It was rather premised on the 
active support of European business in the form of the European 
Round Table of Industrialists (ERT), a lobby group first brought 
together by the Volvo chairman Pehr Gyllenhammar. Van 
Apeldoorn has shown how the ERT has been able to spur on the 
Common Market and economic integration by influencing the EU 
public policy debate.” 

As technological change gathered pace and a series of mergers 
and acquisitions was altering the landscape of European business, 
Gyllenhammar launched his idea of a ‘Marshall Plan for Europe’ in 
1982. This called for a pan-European strategy to face off US and 
Japanese competition. Aware of the limited influence of the Union 
of Industrial and Employers’ Confederations of Europe (Union des 
Industries de la Communauté européenne, UNICE), the chairman of 
Volvo sought to create a group with political influence by courting 
the Commission and leading politicians. Cowles has argued that the 
strategy was particularly successful, and was supported by the 
Commission. Its vice President and ERT member Etienne 
Davignon and close aides of President Mitterrand met frequently 
with Gyllenhammatr. 

The first ERT Conference in 1983 brought together, among 
others, the chairmen and chief executives of Fiat, Olivetti, Unilever, 
Siemens, Volvo and ASEA. In 1984, the ERT initiated its first 
project, the European Venture Capital Association (EVCA) and ran 
the first pan-European venture capital group called Euroventures. 
In March 1985, the new Commission President Jacques Delors 
outlined his plan for the creation of a Single Market to facilitate the 
realization of the four freedoms of movement for goods, services, 
capital and persons.” In January the same year, the CEO of Phillips 
Wisse Dekker presented the plan entitled ‘Europe 1990’ calling for 
a unified European market by the end of the decade. After an 
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Intergovernmental Conference in 1985 and 1986, the Single Euro- 
pean Act (SEA) was signed by EU member states in 1987 
introducing qualified majority voting on all issues related to the 
internal market.*° Following decades of stagnation, the European 
integration project was reinvigorated. 

Enhanced European integration offered an important 
opportunity to export-oriented Swedish business regarding pro- 
duction relocation and efficiency savings. The asymmetry intro- 
duced in the Swedish Model was now reversed. Social democrats 
and unions lost the ability to steer the national economy on the 
assumption of a growth-enhancing strategy for multinationals to be 
distributed according to the priorities set by the labour movement. 
‘Internationalization limited the applicability of the Swedish Model. 
The model was designed for a national economy under conditions 
that made it possible for the national government to make final 
decisions about stabilization and distributional policies.””? The 
labour movement’s endorsement of the European project in the 
1990s was mainly premised on the hope of exporting social 
democratic forms of regulation. For business, the new opportunity 
structure created through the Europeanization of national 
economies in Europe necessitated a move away from the national 
politics of business regulation. 

As the Single Market Programme was launched, Swedish 
companies invested and produced in the European Union area in 
increasing numbers. The creation of a Single Market was bound to 
have important consequences for ‘a peripherally located country 
such as Sweden which has a large industrial base consisting of 
footloose industries dependent on economies of scale’.** The Single 
Market project, launched in 1986, led to a doubling of Swedish 
industrial investment in Europe for every year from 1986 to 1990.2 
Turnover and number of employees abroad rose by 9.1 and 11.4 
per cent respectively in the same period.*? FDI shifted to the EU 
on a massive scale, as Sweden led all European states.3! 

In 1987 the Federation of Swedish Industries (Svenska Industri- 
forbund) initiated a series of studies regarding the economic effects 
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of EU membership.*? By 1990, 55 per cent of Swedish investment 
was in the EU and the Federation of Swedish Industries’ studies 
predicted growth rates of about 4-6 per cent in case of EU 
membership.*> Between 1989 and 1991, Swedish firms acquired 82 
European firms worth $82 billion. In the first half of 1990 they 
acquired more European firms than any other businesses in the 
world.*+ The capital flight to Europe increased the ability of 
Swedish business to exert pressure on the government. Pressure 
was not only indirect. Gyllenhammar and Peter Wallenberg of the 
Wallenberg Group served on the secret advisory board set up by 
the government to look into the EU question.*5 Swedish manu- 
facturers attended cabinet meetings in which they argued that the 
recorded net losses of jobs and FDI outflows could only be 
contained and reversed through EU membership.* 

The Third Way and the economic crisis at the beginning of the 
1990s made the case for EU membership even more compelling. 
Third Way policies facilitated the integration of Swedish capital to 
Europe. It allowed the export sector to grow in value added terms 
between 1982 and 1984 at the expense of the public sector.3’ The 
competitiveness of Swedish industry was soon restored to 1960s 
levels and the trend of business investment turned positive, with an 
annual increase of about 10 to 15 per cent.* The decisions to 
deregulate capital markets in 1985 by lifting the ceilings on bank 
loans, to allow foreign banks to open branches in Sweden a year 
later, and to abolish foreign exchange controls in 1990, meant that 
Sweden followed the trend of market liberalization. A serious 
obstacle to membership was lifted.*? 

The celebration of the party’s 100 years in 1989 was charac- 
terized by ‘a crisis of self-confidence’ and attempts to experiment 
with new policy ideas.40 SAP rephrased its programmatic ideas in 
1990 by defining the goal of social democracy as the realization of 
full democracy through which all individuals can lead ‘a rich and 
meaningful life’4! Programmatic modernization meant that EU 
membership was no longer antithetical to the goals of the social 
democracy. 
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The economic crisis of 1990-93 resulting from the overheating of 
the economy following the deregulation of capital markets and 
accelerating housing prices** also helped. It led to a six-fold increase 
in unemployment, which reached 12 per cent in 1993 and, despite 
some progress, remained as high as 8 per cent by the middle of the 
1990s.3 Real Swedish GDP declined 7.5 points between the first 
quarter of 1990 and 1993.4 Low inflation replaced full employment 
as the government’s first macro-economic priority in the 1991 Social 
Democratic budget.*5 Political parties, interest groups and the media 
described the EU as a solution to economic hardship and an essential 
motivating force conducive to economic testructuring.¢ EU 
membership was a policy tool that all mainstream patties, except for 
the Left and Green party, saw as a saving grace in the midst of crisis. 

Sweden was now fully exposed to the global financial system. The 
share of foreign investors in Sweden increased from 8 per cent in 
1983 to 30 per cent in 1995.47 “The removal, in the early 1990s, of the 
remaining barriers to capital flows both freed and constrained the 
Swedish government, allowing it easier access to capital, but also 
subjecting it to externally determined interest rate and currency 
swings.”48 What is more, the centre-right government of Carl Bildt 
(1991-94) used the prospect of EU membership to try and bring the 
Swedish tax and welfare systems in line with average EU levels. VAT 
reduction in 1992 was not so much an attempt to counter the 
recession but to adjust the Swedish tax level to the European mean.*? 
EU membership, Prime Minister Bildt asserted, would make tax cuts 
more or less inevitable. The 1991 Maastricht Treaty provisions 
regarding the free flow of goods, services, capital and labour meant 
that the Swedish tax and welfare system would have to change. 
‘International economic integration would promote those 
institutional changes that were otherwise impossible to attain.’5° 


The Cross-Class Alliance Lives On: 

The EU and the Social Democratic Dilemma 

Prime Minister Erlander had first outlined the Social Democratic 
stance regarding the EU in his speech to the Mesa// Congress in 
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1961. It was a memorable speech, invoked by both supporters and 
opponents of membership until the 1994 EU referendum cam- 
paign.5! Erlander asserted that the Swedish policy of neutrality and 
its socio-economic model of development were incompatible with 
EU membership.** Nonetheless, in an indication of the economic 
potential of the Union, Swedish dependency on trade with Euro- 
pean countries had already reached 70 per cent in the 1970s. 

A government communication to Brussels on 10 November 
1970 stressed Swedish willingness to take part in the Common 
Agricultural Policy (CAP), remove custom barriers for Swedish 
goods and participate in the Internal Market.5> Nonetheless, the 
government maintained that its desire to follow ‘autonomous social 
and economic policies’ meant that EU membership was not viable 
ot desirable.54 Nineteen years later, Prime Minister Carlsson con- 
tinued to assert that the EU issue was ‘untimely’®> but the decision 
to complete the Internal Market had forced the hand of the Swed- 
ish government. In similar fashion to its Nordic counterparts, it 
passed an Act securing ‘adequate parallelism between Swedish and 
[EU] legislation’ and tied the Swedish roma to the European 
Currency Unit (ecu) in the same year.*° 

On 26 October 1990 the SAP government unexpectedly 
announced its decision to seek EU membership.*’ It reasoned that 
EU membership entailed ‘considerable advantages’ that outweighed 
the possible drawbacks.5® Under pressure from the anti-EU patties 
— the Left and Green Party — the Social Democrats had to consent 
to a popular referendum that was accepted as binding by all sides. 
This was inevitable, considering that the Social Democrats had to 
rely on the parliamentary support of the Left and Greens during the 
entire 12-year period in office 1994-2006. 

Both the Social Democrats and LO were split over the EU 
issue. The leadership of SAP saw the EU as a vehicle for overcom- 
ing the crisis of social democracy through European cooperation. 
The modernizers defended the opportunity offered by the EU to 
export the Swedish model of welfare and stressed the risks associated 
with continued non-membership in terms of higher interest rates and 
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welfare cuts.°! In a speech to the LO Congtess in 1996, Prime 
Minister G6ran Persson (1996-2006) described the EU as the 
political instrument to control and re-regulate international 
capital. 

Opposition within the party was, however, extensive and 
traditionalists worried about the impact of membership on Swedish 
social, environmental and labour market policies. SAP was openly 
divided on the issue and the special ‘Europe Congress’ of 1994 
exposed the massive schism within the party.° The leadership 
sought to accommodate the strong anti-EU faction and keep the party 
united, as well as stage the planned referendum at as convenient a time 
as possible.*+ Opinion polls in the first half of the 1990s were negative 
but the ‘yes’ camp secured Swedish entry to the Union in 1995 with 
a slim majority of 52.3 per cent. More than half of SAP sympathizers 
voted against membership, as did women and LO members. 

The stance of LO reflected the internal balance of power and 
the continuing influence of the ‘cross-class alliance’. While export- 
oriented unions supported membership, ‘sheltered’ ones were 
largely against.°’Nonetheless, international competitiveness directly 
affected the Swedish economy and the leadership could hardly 
ignore the campaigning of Mera/’s president in favour of member- 
ship.®* LO and TCO assessed the issue on the basis of widespread 
changes in the global economy. The integration of Swedish 
multinationals in the internal market was only sustainable with EU 
participation.©° The pressure of the numerically powerful public 
sector unions, however, meant that LO decided to refrain from 
endorsing EU participation before the referendum.” 

The Europe question has continued to divide the party and the 
unions alike, as witnessed in the debate over Sweden’s participation 
in the Economic and Monetary Union (EMU). The Social Demo- 
crats, conscious of the issue’s sensitive nature in light of the EU 
referendum, appointed a special commission to assess the potential 
impact of EMU membership. The Commission pointed to a wait- 
and-see tactic, which the SAP was all too happy to endorse.” By 
2000, the party’s modernizers had won the upper hand and 
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Congress endorsed EMU ‘in principle’ by 234 votes to 133, subject 
to a politically binding referendum.” 

On the LO side, the disagreements over EU membership were 
repeated. While Mesa// supported EMU from 1997 on grounds of 
the benefits it offered to consumers and as a protective device 
against rapidly fluctuating capital markets,’> Transport and Kommunal 
warned of the consequences of deregulation and privatization for 
the public sector.7* LO endorsed EMU on condition of the creation 
of buffer funds controlled by the social partners and the state and 
reserved for hard economic times.” The government’s refusal to 
endorse a funds proposal after the experience of the 1970s and 
1980s meant that LO remained neutral on the issue. The refer- 
endum result of September 2003, with a majority of 56 per cent 
rejecting EMU participation, settled the issue for some yeats to come 
by reminding both SAP and LO of the divisive nature of Europe. 

On the elite level, SAP and LO saw the possibility of using EU 
policy instruments to promote domestic policy goals. For SAP, 
‘Europeanizing’ its support for full employment added legitimacy to 
its leftist credentials. Amidst an unfavourable economic climate and 
growing dissatisfaction with its policies, the leadership sought to 
attract sympathy from its traditional constituencies by transposing 
the goal of full employment to the EU level. The refusal by the 
traditionally pro-European Swedish party, the Moderates, to 
endorse such a policy created a dividing line between the two par- 
ties’ visions of the Union.” 

Following the example of the British TUC, which endorsed 
‘Europe’ from 1987 onwards due to the Social Dimension, 
Thatcherite policies at home and the diminishing ability of unions 
to meet contemporary challenges at national level,’”’ the leadership 
of LO approved EU membership in 1991. It hoped to achieve some 
form of re-regulation of capital that would protect the welfare of its 
members.”8 Furthermore, an effective and respected social dialogue 
in Brussels made many in the Swedish unions perceive the acquiring 
of ‘voice’ in the emerging European architecture as an opportunity 
to re-establish a new mode of collaboration with employers. The 
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growth of social policy and the Social Dialogue at EU level offered 
some ground for optimism on the part of the unions. 


Liberalization and Enlargement: the European Conundrum 
The principle of social partner autonomy remained strong at the 
time of Sweden’s membership in the EU. Legislation on employ- 
ment and industrial relations issues in Sweden is, beyond a certain 
minimum, not regularly practised. In 2003 direct collective bargain- 
ing covered 94 per cent of Swedish employees and it is through 
collective agreements that pay, work and employment conditions 
are settled.” This widespread coverage results from the size of 
union and employer associations. It strengthens the role of the 
labour market partners in regulating pay and working conditions. 

The Swedish tradition on matters of industrial relations is much 
less individual-focused than the approach favoured by the 
legislative initiatives of the Commission in the form of Directives. 
A good illustration of the latter approach is the Working Time 
Directive 93/104. The Commission deemed the 1996 transposition 
by the Swedish government of the Directive unsatisfactory. The 
government argued that Swedish law was compatible with the 
Directive and that the social partners had to evaluate whether their 
collective agreements were in conformity with it. Nevertheless, the 
Commission found this explanation wanting and initiated an 
infringement procedure. The Swedish government had to respond 
and therefore set up a Parliamentary Committee to propose new 
legislation. Different pieces of legislation had to be incorporated to 
the proposed Working Time Act incorporating the Directive. This 
finally happened in 2005 by vote of Parliament. According to the 
Swedish Working Time Act and in line with the 93/104 Directive, 
the average weekly working time cannot exceed 48 hours.*° 

In 2002 and following a European Commission initiative dating 
back to 1998, the Council adopted an information and consultation 
Directive. The Directive set minimum requirements for the 
provisision of information to and consultation with employees in 
firms employing at least 50 people in a single Member State or 
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establishments employing at least 20 employees in any one Member 
State. The Swedish government set up a special committee in 2004, 
which recommended changes in the current legislation that only 
apply to those employers and employees covered by collective 
agreements.§! According to the proposals made, the MBL law 
should be extended to all employers and employees. The govern- 
ment claimed that the legislative changes required were only ‘minor’ 
and could be undertaken without major problems. In the case of 
the information and consultation Directive, this was indeed the 
case due to the fact that this piece of legislation envisaged social 
partnership in various stages of implementation and in the event 
that clarifications were necessary as to its content.®2 

This is not always the case, however. A possible outcome of 
such decisions is the weakening of the importance of collective 
agreements. By extending the MBL law to all employees, for 
instance, the salience of union membership is reduced as legal 
protection becomes entrenched for all employees irrespective of 
union membership. Such instances may undermine social partner 
autonomy and shift the burden of implementation to the state, as 
they will provide less initiative for unions to regulate labour market 
conditions through collective agreements. 

Still, Swedish unions and employers agree on the need to keep 
the state out of collective bargaining procedures and continue with 
collective agreements, which provide flexibility in decision-making 
and result in important benefits for both sides.8’ EU membership 
should not be allowed to diminish the freedom of employers and 
employees to conclude collective agreements at national level. Dur- 
ing the preparation of the Constitutional Treaty text, LO, TCO, 
SACO and Svenskt Naringsliv signed a joint statement addressed to 
the Swedish delegates on the Convention for the European Con- 
stitution, arguing for the retention of the right of labour market 
partners to bargain and settle wage, working conditions and indus- 
trial conflict issues on the basis of national practice. 

The 2004 EU Enlargement has posed a further challenge to the 
Swedish arrangement of collective agreements.*+ This is despite an 
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article annexed to the accession agreement signed between Sweden 
and the EU declaring that the Swedish system of collective agree- 
ments be seen as adequate in the implementation of EU law.* In 
April 2004, the Rz&sdag rejected by 182 votes to 137 the proposal of 
the Social Democrats for transitional rules and work permits to 
Eastern European workers prior to their entry in the country. LO 
called for employers to provide information to trade unions on 
whether collective agreements are being respected.*¢ 

In February 2004, the European Commission proposed a Direc- 
tive on Services to complete the internal market, the ‘Bolkenstein 
Directive’. It foresaw, inter alia, allowing firms to establish their 
business abroad whilst bound by the regulations and laws of their 
home country (the ‘country of origin principle’), rather than the 
host state. Despite the fact that the 1957 Rome Treaty had theor- 
etically enabled freedom of movement for services, in practice 
administrative and bureaucratic barriers are formidable. With 
setvices accounting for roughly 70 per cent of the Union’s GDP, 
the Commission had estimated that the implementation of the 
Directive would create 600,000 jobs and boost growth figures. 

For trade unions and left-wing parties and social movements, 
the implication of the country of origin principle was obvious. 
Social and wage dumping loomed large, as Eastern European firms 
would relocate in western markets ew masse and drive down labour 
costs, including wages and social protection rules. In the long term 
these arrangements would undermine the European Social Model, 
usually defined as the attempt to combine economic growth with 
social cohesion. In true EU fashion, a compromise was worked out 
in the European Parliament’s (EP) debate on the issue in February 
2006. The EP and subsequently the Council adopted the Directive, 
but substantial changes were made to it and the country of origin 
principle was dropped. A number of services, such as legal and 
social services, public health and public transport were excluded 
from its provisions.®’ Swedish unions worked in close collaboration 
with the European Trade Union Confederation (ETUQ), politicians 
and civil society members to make the Directive acceptable. 
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The Vaxholm conflict 

Among many conflicts between unions and foreign firms in 
Sweden after the 2004 enlargement, one has attracted particular 
attention. In October 2004, the Latvian company Laval un Partneri, 
employing both Swedish and Latvian workers in its school building 
operation in Vaxholm, refused to sign a collective agreement with 
LO union Byggnads.8® Due to the fact that Laval was not a member 
of an employers’ organization a collective agreement could only 
apply to Laval if it agreed to sign an individual agreement with 
Byggnads.®° When Laval refused, Byggnads called for a blockade. Soon 
afterwards six LO unions and two TCO unions joined the protest.” 
When Laval turned to the Labour Court, the latter decided in 
favour of the blockade.”! 

The issue had by then acquired a political dimension. The Social 
Democrats supported the unions? while Svenskt Naringshv sided 
with Laval accusing Bygenads of protectionism.?? The Electricians’ 
Union (Ekkirikerforbundet) also embarked on sympathy action but 
their employers warned that such action was illegal, considering 
that collective agreements with Swedish companies were applicable 
on site.°4 The Latvian ambassador to Stockholm requested the gov- 
ernment’s intervention to ensure fair competition and the fair 
treatment of all workers. In December the issue was raised at an 
EU Council by the Latvian Prime Minister but to no avail, as Laval 
eventually left the site having suffered heavy financial losses during 
the conflict.°° That decision was taken after a ruling by the 
European Court of Human Rights stated that the Swedish Labour 
Court was not partial. 

Nonetheless, the Latvian government and Laval continued to 
claim that it was EU rather than Swedish law that should have 
applied and that the blockade and all subsequent union action had 
been unlawful.°° The subsequent decision by the Labour Court to 
seek the opinion of the European Court of Justice meant that both 
sides still hotly contest the issue.?’ Tensions flared between LO and 
Svenskt Naringshv when the latter revealed that it financially sup- 
ported Laval’s court case.°® Meanwhile, the Alliance government 
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defends the union stance? and has thus invited the wrath of 
neoliberals in Svenskt Naringshv and beyond. 

The Swedish labour market partners and political parties alike 
will closely monitor a final decision on the subject, expected in early 
2008. The stakes are very high for LO. It fears that a decision in 
favour of Laval will undermine the legitimacy of the collective 
agreements system. In May 2007 it recetved encouraging news 
when the EC]’s advocate general suggested the preservation of the 
union right to industrial action so as to compel firms from other 
member states to offer wage conditions in line with collective 
agreements usually signed in their own country. The proposal thus 
sets limits on the Union’s internal market, while at the same time 
asserting that strike or sympathy action needs to be ‘proportionate’ 
and in line with antisocial dumping objectives.! 

Although the connections between the Bolkenstein Directive 
and the Vaxholm conflict seem obvious, in reality this dispute 
concerns the Swedish system of collective agreement and the appli- 
cation of EU law. Concretely, following the 96/71 EC Directive on 
the foreign posting of workers,!°! employees posted abroad enjoy 
the minimum standards of protection as laid out by the host state, 
either through legislation or collective agreement. At the time this 
appeared as a confirmation of the Swedish Model, establishing the 
legitimacy of the collective agreement system. However, it is 
possible to argue that this Directive (and its Swedish transposition 
in 1999) clash with the fundamental EU principle of the right of 
business to provide cross-border services.!°? European Court of 
Justice (ECJ) court decisions have up to now been inconclusive in 
that respect, and it is in that sense that the EC)’s final ruling is 
eagerly awaited by all sides involved. 

In a separate development, the EC) has delivered a verdict 
compensating non-unionized construction workers for ‘inspection 
dues’ paid to Byggnads.' These were charged to cover the costs of 
union investigations into whether collective agreements ate res- 
pected. The case was brought to the Court after five non-union 
members complained about the charge. The Labour Market 
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Minister Sven-Otto Littorin supported the decision. The Labour 
Inspection Board had previously supported the union’s claim, due 
to the fact that the employer for whom the five had worked was a 
member of the Construction Employers’ Association (Sveriges Byge- 
industrier, BY). Attempts by Byggnads to continue levying the fee from 
non-unionized members through the 2007 collective agreement 
round were unsuccessful. 

The EC) decided that the dues can only be collected to control 
wages, but did not take a stance on whether they can be voluntary. 
The issue should be dealt with through bargaining between the 
union and employers, though the Bygenads interpretation of the 
decision suggests that they feel entitled to continue collecting the 
fee from non-members. Recently, the decision by the EC] has 
invited a new wave of conflict between union and employers in the 
construction industry. The employers’ interpretation of the ruling 
was that no more inspection dues should be collected. Bygenads, 
however, claims that a unilateral decision by the employers contra- 
dicts the collective agreement between the two sides and is there- 
fore unlawful.'°4 The dispute highlights the inevitable frictions caused 
when a law-based jurisdictional paradigm, as represented by the 
ECJ, conflicts with the collective agreements system reliant on 
encompassing unions and employers and a state that merely 
intervenes in case of disagreement between the two sides. 


The Limits of Social Democratic Tactics in the EU 
A series of agreements have now been reached by the social 
partners!05 at EU level, often followed by corresponding/supple- 
mentary agreements at national level.!° By the time Article 118B of 
the Maastricht Treaty foresaw direct negotiations between manage- 
ment and labour on issues affecting the two groups, the relations 
between UNICE and the European Trade Union Confederation 
(ETUC) had improved markedly.! 

While in the 1980s UNICE rejected any kind of binding 
agreement with the unions, it became increasingly worried by the 
prospect of the Intergovernmental Conference leading to 
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Maastricht extending the areas of qualified majority voting and 
imposing statutory work councils on multinationals across the EU. 
Under pressure from some Belgian and French members, it decided 
to conduct negotiations with the ETUC and sign Framework 
Agreements, thereby delaying or cancelling the need for 
Commission Directives.!08 

In 1990, for the first time, the social partners reached a Frame- 
work Agreement on vocational training and the establishment of 
new technology training schemes.'! Further, an Agreement on 
Social Policy was reached in October 1991 and incorporated in the 
Draft Treaty through the Social Protocol. The social partners 
gained the right of compulsory consultation on proposed Com- 
mission legislation, allowing them to hold autonomous talks and 
reach an agreement without the Commission’s intervention, 
entrusting them with the implementation of Directives as well as 
concluding agreements in any field.!!° 

Indeed, the social partners reached agreements that became 
Directives on Parental Leave (Directive 96/34),!!! and part-time 
work (97/81)!!2 and came together in further Agreements on fixed- 
term work in 1999, Tele-work in 2002 and Stress at Work in 2004. 
This can be attributed to the ‘spill-over’ effects and ‘unintended 
consequences’ of the Single Market programme!!} as well as the 
Maastricht provisions enhancing the role of social partnership in 
the EU. Nevertheless, social policy and the Social Dialogue have 
not acquired a central function in the operation of the Union. 

The EU orientation remains fixed on accommodating the 
pressures emanating from the reorganization of production and the 
internationalization of financial structures. It thus places almost 
exclusive emphasis on the supply-side stimulus of employment and 
the need for more employee flexibility to maintain competitive- 
ness.!!4 The central goal of the Union’s employment policy, as 
formulated in the 1997 Luxembourg Council, is an increased 
employment rate and the means for achieving this rests on 
activation. It stresses the need for those out of the labour market to 
actively seek work through skills development, retraining and 


GLOBALIZATION AND EUROPEANIZATION 137 


collaboration with state and private sector labour market agencies. 
The absence of mechanisms combining employment strategies with 
demand-enhancing policies does little to allay trade union 
suspicions that factory labour has become expedient in the process 
of structural economic change. 

The creation of an organized space for industrial relations as 
advocated by Delors has not materialized,'!> as social and labour 
market issues remain peripheral to the goal of economic integration 
and the imperatives of the Stability and Growth Pact (SGP). The 
debate on the European Constitution was indicative. Despite the 
reference to the draft Constitutional Treaty of ‘high employment’ as 
one of Europe’s main goals, the social and employment agenda 
remained firmly on the margins of negotiations. A working group 
to deal with such issues was only created after protracted deliber- 
ations between the Chairman of the Committee, Giscard D’Estaing 
and MEPs.'!6 The subsequent failed referenda in France and 
Holland, which plunged the EU into its deepest political crisis ever, 
were strong signals of popular discontent with the type of 
integration that has been developing over the last 15 years or so. 

According to Featherstone, the EMU is ‘a system of regulation 
that rules out certain (budget) options (“negative integration”) but 
which prescribes policy models only in particular “core” aspects of 
monetary policy (“positive integration”)’.!!7 Overshadowed by the 
centrality of EMU, European social policy has often functioned as 
an example of neo-voluntarism!!8 imposed by the Employers’ 
Confederation and operating on the basis of the lowest common 
denominator. Worker protection at EU level has often functioned 
as a corrective mechanism, blocking unfair competition by use of 
cheaper labour.!!° The change in the UNICE stance regarding the 
Social Dialogue owes a lot to the harmony between the employ- 
ability agenda and enhanced competitiveness through employee 
retraining. 

The agreements signed thus far between employers and the 
ETUC remain limited in number. Their provisions have been 
drafted in a minimalist manner as UNICE has sought to curtail 
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their scope. To name the first example, the ILO has criticized the 
part-time work agreement for ‘further promoting the flexible form 
of labour rather than upgrading its regulation’.!0 In a press release 
after the Agreement was signed, the ETUC admitted that including 
more detailed provisions would have meant that no agreement 
would have been reached. The Parental Leave agreement was also 
far from a triumph for the ETUC. At the insistence of UNICE, the 
final draft did not deal with the issue of compensated leave and left 
all jurisdiction to the discretion of national governments, thus 
penalizing those member states that had legislated on the issue. 
Sweden’s Act on Equality of 1994, for instance, foresaw a compen- 
sation level of up to 80 per cent for the first 68 weeks, a much 
higher threshold than the one agreed by the European social 
partners.!?! 

The fixed-term agreement does not necessarily apply to all 
employees. According to clause 2, the member-states and/or social 
partners retain the right to exclude from its provisions those 
employed in vocational training or apprenticeship schemes as well 
as those on contracts ‘within the framework of a specific public or 
publicly-supported training, integration and vocational retraining 
programme’.!2? When it comes to telework and work-related stress, 
the voluntary character of those agreements offers few incentives 
to employers to implement their provisions.! 

While agreements such as these address real problems in the 
labour market, they do not deal with the core issues of pay and 
wage determination. UNICE refuses to negotiate on these on 
grounds of their complicated nature and dependence on several 
factors, such as productivity, taxation and competitiveness. Such 
issues, it is argued, should be dealt with at national and, preferably, 
decentralized level.!24 The heterogeneity and fragmentation of the 
ETUC has also undermined its ability to act in unison to counter 
more pressing problems, such as the rise in unemployment,!”> let 
alone operate as a unified policy actor in pursuit of pan-European 
pay negotiations.'!*6 Industrial relations institutions at European 
level remain extremely weak, incapable of exercising effective 
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authority over national members and coordinating a successful 
procedure of Europeanizing industrial relations as a whole.!2’ 

The ‘system-wide domestic structure’!28 of Sweden’s industrial 
relations as developed after the end of the 1980s limits the unions’ 
ability to exploit the supra-national opportunities offered by the 
Social Dialogue. Svenskt Naringsliv sees itself as a lobby organization 
in Sweden and in Brussels whose goal is to remain outside struc- 
tured negotiations with the unions. It approaches voluntary 
agreements sceptically and would prefer fewer initiatives emanating 
from Brussels.!2? SN is ambivalent about the Social Dialogue as the 
latter entails a relatively strong union presence and can lead to a 
form of ‘embryonic corporatism’'” at the expense of flexibility and 
a light regulatory framework. It is hardly surprising that the pace of 
implementing Framework Agreements in Sweden has proved 
slow.'3! Along with most of its counterparts in Europe, SN is will- 
ing to endorse the Social Dialogue only to the extent that this 
prevents worse terms imposed through legally binding Directives. 
The organizational and political ability of unions to disengage from 
this course and opt for something qualitatively higher is very limited. 

By the time Sweden became a member of the EU, the Swedish 
Model had changed considerably. Swedish EU participation under- 
lines the centrality of business in the process and the conflicting 
attitudes towards the European Union by both SAP and LO. This 
ambivalence is largely the result of an evolving policy structure with 
no fixed direction that often clashes with those of the labour 
movement. The EU is a multi-faceted structure with varied power 
layers and a growing influence in domestic politics. It is a constrain- 
ing and liberating mechanism, depending on the resources and 
coalition-building capacities of national, regional and supranational 
actors. The policy implications of the diverse legal traditions at EU 
level have proved limited, as the collective agreement system with- 
stands the test of time. It is, however, challenged by cases such as 
the Vaxholm conflict and the approach adopted by SN on collabor- 
ating with LO. 

The origins of the Single Market programme lie with European 
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business. The ERT has been the driving force behind economic 
integration, and European business has maintained not only the 
‘exit? option but also a form of veto over industrial relations 
negotiations and social policy implementation.'** The ‘European’ 
factor is reinforced by domestic developments and the ideological 
counter-offensive of employers. The progress that LO has made 
thus far has been checked by the difficulties of fulfilling calls for the 
EU to become a social democratic project. Globalization and 
market integration have also affected the domestic equilibrium of 
power by reinforcing the structural power of business. 

Does this entail the negation of policy concertation on the 
national level? Or does the VoC literature entail significant insights 
as to business strategies in coordinated market economies? The 
answer to this question is not only significant for Swedish political 
economy. It also hints at the strategies available to social democrats 
in the process of adjusting to a rapidly changing economic 
environment. 


6 
The New Swedish Model 


Despite manifest changes in both the international economic and 
political environment and the domestic configuration of power, 
significant elements of the old Swedish Model’s principles con- 
tinue to inform policy-making and the policy behaviour of labour 
market and political actors. These actors are informed by a path- 
dependent attitude to the Model’s operation that has actually 
allowed them to become pro-active participants in the formation 
of the Model’s next stage. 

In a moment of crisis, LO and SAP elites succeeded in 
blocking the transformation of Swedish political economy along 
neoliberal lines called upon by sections of business. After a period 
of soul-searching in a context of institutional uncertainty, the new 
equilibrium has settled at a point still conducive to the party and 
unions’ objectives. In that sense, the social democratic hold in 
Sweden, though considerably weakened, retains a number of 
advantages over radical alternatives. It is these advantages that go 
some way in explaining the reluctance by the Alliance for Sweden, 
reminiscent of the 1970s and (to some extent) the 1990s, to 
espouse calls for a radical departure from the social democratic 
legacy on the welfare state. 

The institutional development of the labour market and the 
role of the social partners are thus important. Searching for an 
explanation of a new equilibrium, the pattern of ‘organized 
decentralization’! needs to be empirically verified and theoretically 
substantiated. High levels of trade union density and organ- 
izational strength, whose roots lie in the formation of an 
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institutional structure conducive to trade union participation, 
form important parts of the story. But such labour-centred 
accounts need not distract from the equally important strategic 
considerations on the part of business preferences. Post-Fordist 
production patterns, on which employers rely to deliver efficient 
outcomes and which reduce the attractiveness of confrontation 
with labour in the form of costly lockouts,? play a decisive role in 
the maintenance of power equilibrium conducive to social 
democratic reformism. It is for these reasons that evolutionary 
rather than revolutionary change remains the distinguishing 
feature of Swedish labour relations. In such conditions, the ability 
of social democratic forces to retain a powerful role in policy- 
making and the formulation of policy proposals continues to 
attract grassroots support. 

The evolution of the Social Democratic Party, with particular 
reference to the relationship between SAP and LO, forms an 
important part of this story and will be discussed below. After all, 
labour- and capital-oriented preferences require a political articu- 
lation in order to receive societal approval or disapproval. The 
social democratic movement in particular bears a historically heavy 
responsibility for the expression of an economic settlement in line 
with the need for sustainable welfare on the part of the electorate. 
The turbulent 1980s damaged social democracy and called into 
question the ability of party and unions to reform whilst retaining 
their salience in public policy. Again, and although the automatic 
institutional affiliation of LO members to SAP ceased in 1991, the 
degree of cooperation between the unions and the party has 
retained its importance for both sides. Finally, with regard to the 
welfare state, evidence points both to a declining level of resources 
dedicated to the welfare system but also the retaining of the 
Swedish welfare state’s core principles of universal coverage and 
tax-financed provision. A sustained political and popular consensus 
centred on the importance of high levels of public welfare spending 
and taxation informs policy-making. This is linked to the 
institutional make-up of the Swedish polity. 
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Change and Continuity in Labour Market Regulation 
The SAF counter-offensive of the 1980s meant that both private 
and public employers gained the opportunity to set wage levels at 
flexible rates to reward employees with above-average productivity 
performance.3 By the early 1990s, SAF had shifted the contours of 
the debate regarding centralized bargaining and the union politics 
of wage solidarity. The arrival of the non-socialist government in 
1991 meant that SAF could now concentrate on continuing to push 
for the realization of its plan to ‘privatize Sweden by the end of the 
century’.4 

The SAF plan called for concrete steps in that direction, almost 
on a monthly basis. The government should terminate the wage 
earner funds immediately, sell one million public utility apartments, 
privatize libraries, ambulance services and fire fighting and allow 
ptivate companies to take over health care, elderly care and 
schools. It was a call for radical change and the organization 
appeared willing to shed its previous responsibilities centred on the 
key principle that had dominated its function since its inception in 
1902 — that of negotiation. The plans outlined by SAF were in 
conformity with international financial changes and a new owner- 
ship structure in Swedish business towards a more diffused 
pattern.’ The Bildt government endorsed many of the SAF pro- 
posals. It decided to deregulate the labour market, albeit to a 
‘modest’ extent, and abolished wage earner funds.’ With regard to 
the calls by SAF to end the system of social partner representation 
in boards and agencies, the new government dismantled the appar- 
atus of corporatist representation. A government-appointed com- 
mission chaired by Assar Lindbeck concluded that the time had 
come for powet to return to the hands of government and 
Parliament and away from LO. It also supported employer calls for 
the complete decentralization of wage bargaining to the local level.1° 

Moreover, the Bildt government secured the collaboration of 
the Social Democrats and proceeded with a number of welfare 
changes. Firstly, it reduced the generosity of various benefit 
systems. The unemployment and social assistance benefits were cut, 
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a waiting period of five days was introduced for the former, and 
replacement rates for sick pay reduced. The ATP pension was 
restructured based on lifetime contributions instead of the best 15 
years of employment. Employee contributions were raised to 9.25 
per cent.!! 1992 and 1993 saw the introduction of various initiatives 
aimed at encouraging the fostering of private providers in health 
care and other social services.!? 

SAF formulated a series of proposals regarding the functioning 
of the labour market. It campaigned for a reduction in welfare 
spending, the shortening of unemployment benefits’ duration, a 
reduction in expenditure for union training and new limits on 
subsidies to unemployment insurance funds.'3 SAF then called for a 
rebalancing of labour market legislation away from the collective 
rights enjoyed by employees through trade union participation and 
towards a system favouring individual employee protection. It was 
an attempt to shift away from the Swedish Model of social partner 
autonomy based on strong unions, towards a more individualistic 
and law-based pattern of labour market regulation. In this context, 
the politics of labour market compromise between the unions and 
employers appeared difficult to sustain in their old form. After all, 
the call for a more individually focused type of labour regulation 
not only fitted the changing political economy landscape well but 
also seemed in conformity with EU-inspired initiatives. A two-level 
pressure exerted upon the Swedish Model appeared to signal the 
end of its viability. 

The agreement reached between VF and Mefal/ in 1993 indicated 
the arrival of a new labour market regime. According to that agree- 
ment, the distribution of wage increases would take place solely at 
plant level. The collective agreement signed incorporated ‘common 
wage principles for both blue- and white-collar employees’ (medar- 
betareavtal), thus breaking with the division between arbetare and 
tansteman that had been the raison d’étre for the division of union 
confederations along occupational categories.!4 In 1994, the per- 
centage of metalworkers who received some form of performance- 
related payment had climbed to 60 per cent, up from 55 per cent in 
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1991.15 With the support of Mefa//, engineering employers fashioned 
a new job evaluation system to facilitate the creation of a wage 
system tailored to company and individual needs.'6 If any more 
proof was needed, the cross-class alliance was here to stay. 
Agreements such as these, in addition to SAF activism, increased 
uncertainty. 

Research investigating Swedish industrial relations confirmed 
this uncertainty. ‘The Swedish Model of peak-level negotiations will 
not be resuscitated; it is not clear at which level bargaining will be 
conducted.” ‘It is difficult to predict whether Sweden will retain 
elements of central bargaining or go further down the road of 
decentralized bargaining’.!8 

Throughout this period, SAF was also undergoing profound 
changes in its organizational structure.!? In 1992, and as a result of 
the diminishing significance of centralized bargaining, the Confed- 
eration decided to reduce membership dues, thereby accepting a 
significant loss of income to remain attractive to multinationals. 
However, even after that reduction, its revenues for that year were 
25 per cent higher than those of the French, German, Italian, 
Japanese and British employer organizations put together.” 

The principle of association to enhance employer power and 
level the competitive playing field for companies across industry 
boundaries was an important consideration behind these changes. 
SAF wished to avoid the dilution of its organizational strength and 
remained loyal to the logic of collective unity enhancing the bar- 
gaining position of its members.?! The principle of negotiation 
established in Saltsyébaden was also left untouched during the 
transformation process. 

Collective agreements have continued to inform the logic of 
labour market action for SAF and its members, providing flexibility 
and adjustment to rapidly changing conditions. A final aspect of 
organizational continuity for SAF is the adherence to the insurance 
principle, whereby employers accepted mutual responsibility for the 
consequences of a labour market conflict. Over the 1970s and 
1980s with the proliferation of wildcat strikes, even isolated strike 
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action meant high compensation costs that could hardly be covered 
by the SAF mutual insurance fund.2? Nonetheless, SAF retained the 
principle of insurance. The formation of peaceful labour market 
conditions would allow compensation costs to be covered by the 
Board’s Fund. At the same time, the imposition of heavy fines on 
companies that did not abide by SAF directives continued through 
the mid-1990s.”3 

The exceptionally strong sense of collective action espoused by 
Swedish business remained, therefore, intact throughout the period 
of transformation. Indeed, the amalgamation of SAF and SIF that 
created the Svenskt Naringsliv in 2001 hardly changed that.2* To 
illustrate, article 24 of SN’s Statute obliges members to inform the 
Confederation of their stance prior to collective agreement nego- 
tiations and reserves the right of SN to dictate their stance in the 
interest of the collective. The case of the 2007 collective bargaining 
round in the tradable sector outlined below is the best confirmation 
of how seriously these principles are taken by the Confederation’s 
executive board. There are also clear restrictions on the ability of 
members to declare a lockout without consultations with the 
executive board of the Confederation (§ 26). Finally, members and 
firms are entitled to compensation from the Confederation following 
industrial conflict subject to their behaviour regarding information, 
consultation and obedience to Svemskt Naringslv’s prescriptions. 

The employers’ push for change did not entail the dismantling 
of their own regulative and encompassing role in the context of a 
coordinated economic regime. Moreover, non-market coordination 
delivered clear benefits in the form of a well-trained workforce 
resulting in high value added as well as a level playing field in 
competing for skilled labour. The post-1980s labour regulation 
regime based on pre-existent features of the Model and combined 
with a significant decline in solidaristic wage politics, low levels of 
industrial conflict and few lost working days is conducive to 
business growth. Sweden’s economic recovery since the late 1990s 
testifies to business wisdom in choosing not to disrupt a pattern of 
labour market organization that was conducive to profitability. 
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In a similar way to the 1950s, SAF showed the way for LO 
regarding coordination. What is often missed in the discussion on 
the Swedish case is the extent to which employers rather than 
unions have been behind strong coordination attempts. ‘It was 
Svenskt Naringshv that gave us the role in central bargaining and 
today it seems to me that they are giving us a coordination role.’ 

The decision to create Svenskt Naringsliv in 2001, delayed for a 
long time due to internal disagreements between SAF and SIF as to 
the character of the new body, was accompanied by two core 
messages. Firstly, SN argued that its primary role would now be to 
function as a lobby organization in support of entrepreneurship 
and business growth to restore the country’s previously enviable 
position in high Purchase Power Parity (PPP) as a function of GDP 
in the OECD world.”° Secondly, the new Confederation denounced 
any involvement in politics. The apparent ambition of SN was to 
remain outside the policy-making structures of the Swedish state 
and campaign solely on the basis of technocratic expertise on 
behalf of its members, actively supporting initiatives and policy 
proposals in line with its own vision of a more prosperous 
economy. On numerous occasions it has attacked the SAP-LO link 
and accused the latter of lacking credibility in its calls for 
cooperation with business.?’ 

While the first goal can hardly be denied, it is questionable 
whether SN has managed to remain neutral in politics. The new 
leadership under the former Central Bank President Urban Back- 
strom repeatedly criticized the last Persson government and 
extended a cautiously supportive hand to the Alliance. If anything, 
SN seems closer to the neoliberal policy instincts of the Centre 
Party under the leadership of Maud Olofsson than the new 
Moderates headed by Fredrik Reinfeldt. Emboldened by the 
Alliance’s victory, SN has been quick to call for comprehensive 
changes in the country’s labour law. For the time being at least, 
only the Centre Party seems ready to embrace such calls. Its 
French-inspired proposal to ‘flexibilize’ the labour market for those 
under 26 did not make it to the Alliance’s pre-election manifesto,” 
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while Olofsson’s suggestion that ‘local conditions’ should deter- 
mine wages and the Labour Court should cease to exist have met 
with little enthusiasm in the Alliance.?? Finally, it is worth noting 
that SN has created a new think tank in 2003, the Swedish Free 
Enterprise Foundation (SFN), in collaboration with NAFO. 


The new role of the unions and the gender dimension in wage solidarity 

The decision by SAF to decentralize bargaining meant that LO was 
deprived of its negotiating partner.*? Political change at the top in 
the early 1990s and again in 2006 meant that the old securities 
associated with a Social Democratic government sympathetic to the 
unions’ position on labour law and labour market regulation could 
not be taken for granted. Finally, broader issues regarding the role 
of the unions in a society increasingly oriented towards individual- 
ized solutions were raised. Younger union members adopted an 
instrumentalist view of their membership and appeared indifferent 
to the political and ideological goals of LO.3! 

Union activism has been on the decline over the last 25 years, 
with recent research suggesting that both self-identification as an 
‘active union member’ as well as participation in union activities 
and meetings has declined for all LO, TCO and SACO members.” 
To what extent then could LO retain its relevance as a broad move- 
ment capable of mobilization and social democratic reformism? An 
answer would have to emphasize the centrist tendencies that dom- 
inated the Confederation’s function for most of the twentieth 
century. 

The initial response of LO to the transformation of work 
patterns outlined in the previous two chapters was to endorse 
change. An appreciation of individualized and flexible wage systems 
would encourage workers to update their skills and advance rapidly 
in their professional field.*> The goal was to make ‘good jobs’ 
available to all, thus appealing to the increasing numbers of workers 
and members dissatisfied with the work process. The unions 
appeared willing to shed collectivist solutions by taking on board 
the calls for more wage differentiation and more emphasis on the 
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needs of the individual employee at the workplace. Still, they 
insisted on the need to relate wage differentiation to a systematic job 
evaluation, rejecting ‘the “subjective” appraisal of individual qualities 
which would turn pay into an instrument of managerial control’.*4 

LO initially asserted the need to retain centralized wage bar- 
gaining to protect the principle of solidarity in wage policies and 
avoid intra-union rivalries with regard to the length and duration of 
collective agreements. It was prepared to accept the need for real 
changes in the role of its unions, which would now assume greater 
responsibilities not only in the bargaining sphere but also in local 
union development. An LO report of 1992, presented in the 
Confederation’s executive committee in 1993, sketched out what 
was later to become LO’s prime function: that of coordinating the 
wage demands of its affiliated unions and setting the framework of 
their negotiations. The report called for more attention to be paid 
to the pay differentials between men and and called on member 
unions to take mote initiatives in that direction.35 

A part of the approach that LO was struggling to reconstruct 
was the ‘solidaristic work policy’. According to that approach, 
largely instigated by Me/a//, the unions rejected not only the division 
between blue- and white-collar workers — separated by their differ- 
ing levels of skill, particularly in high-tech sectors — but also the 
attempts by employers to individualize worker involvement.*° The 
unions outlined a programme centred on the importance of solid- 
aristic teamwork. Each production team should be offered the 
chance to take part in different aspects of the fabrication and distri- 
bution process, and assume responsibility for various aspects of the 
work process, under the coordination of independent contact pet- 
sons and union representatives.*’ The new strategy aimed at recon- 
ciling a more individually focused career development path, stressing 
individual skills upgrading, with the opportunity for all employees 
to see their individual wages rise. The salience of collective action 
could be retained, LO argued, through individual enhancement. 

In many respects, the union proposals went against the central- 
ized system of old, dominated by big production units and big 
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unions. Large companies have been experimenting with proposals 
similar to the ones outlined above. Goran Brulin has shown how 
small and medium sized companies have also gone along with the 
new production paradigms and local unions have engaged in the 
process of workplace development. In the southern Gnosj6 region, 
broad networks of participation have replaced old hierarchies. All 
employees are expected to move between different parts of the 
work task cycle.** A joint stock company that enables employees 
from one region to learn from the work process of another has 
been established, co-owned by employers and local Mefa// branches. 
It is an attempt to introduce a novel feature in the Swedish Model, 
spreading the culture of network learning and competence 
development through local co-management of the learning process 
by the labour market partners. 

Union response to the change in work pattern need not be 
defensive, therefore. Unions can be at the forefront of change by 
managing it for the benefit of their members. Though it is too early 
to reach definite conclusions, the reformist tendencies of the labour 
movement can provide an effective avenue of addressing some of 
the most pressing problems related to social and economic 
readjustment. 

For all the innovative thinking that went on, however, the role of 
LO remained under intense scrutiny. Mefa//, and to a lesser extent 
other unions, set the agenda. It was Meta// that first called for LO as a 
coordination body? and it was Me/al/ that developed the localized 
involvement of union clubs in the learning and competence 
development process. Moreover, not all unions endorsed the idea of 
LO as a coordination body. Mefa// made the suggestion to rein in the 
public sector’s calls for compensation, but unions such as Kommunal 
ot Transport did not necessarily share this view.*° 

The minutes of LO Congresses confirm the desire to engage 
with a new set of issues. Although the statement ‘though LO ... 
seems to want a new version of solidarity in wage bargaining, it has 
not yet come up with a convincing package, or an organizational 
framework that would underpin such a policy’! continued to ring 
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true in the mid-1990s, LO was taking some concrete steps towards 
redefining its role. At its 1996 Congress, it formally acknowledged 
the change in the level of bargaining. It also called for a new model 
of boosting the wage growth of low earners through specific 
agreements that would guarantee ‘at least equal increases for them 
compared to general wage development’. Such a policy would 
stimulate the use of the wage system in a way that was conducive to 
the wage- and competence development of all employees.” 

The same LO Congress emphasized the gender dimension in 
pay differentials as a new expression of solidarity in wage setting.” 
Whilst deciding to retain the principle of solidarity in a manner 
acceptable to all members, LO emphasized that economic growth, 
and not redistribution within wage groups, would increase the liv- 
ing standards of all members and that economic policy should keep 
inflation at an average European level.44 The ‘cross-class alliance’ 
had now become part of LO’s economic policy orientation and the 
Europeanization of wage norms an accepted LO policy. By the 
time of the 24th Congress in 2000, LO had acquired a new ideol- 
ogical profile. The new politics of solidarity entail four functions: a) 
full employment, b) real wage increases for all — slightly higher for 
the lowest-paid, c) just distribution, and d) work development. 

At the end of the 1990s, both employers and LO accepted the 
new politics of decentralized bargaining as the new equilibrium of 
collective bargaining. Having begun the decade in a confused 
manner LO appears to have successfully redefined its role in the 
Swedish labour market. 

Despite the clear prevalence of the export-oriented unions in 
the formulation of LO’s new policies, the retention of the wage 
politics of solidarity has meant that public sector unions continue 
to adhere to LO membership. LO functions as a pole of attraction 
for the stabilization of union membership due to the benefits 
associated with its pension and insurance activities. In addition, it 
provides a credible insurance policy against union isolationism 
through its ability to coordinate union activity regarding sympathy 
strike action and other solidarity policies.4° The ability of LO to 
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retain a key role in labour market regulation goes through develop- 
ments in wage bargaining, a key area of activity for any union. 


The New Wage Bargaining Regime: Whither Solidarity? 

‘In the wage rounds of the mid-1990s, the central institutional issue 
of contention ... was no longer whether there would be peak-level 
bargaining but rather how much toom industry-level agreements 
would leave for firm-level bargaining.’4” The shift to a lower level of 
bargaining has not been accompanied by the realization of all 
changes originally envisaged by employers. In the case of the 1993 
VF proposals this would have meant moving white-collar workers 
between different tasks and individualizing wages, ending up with 
‘the best of both worlds, blue-collar job flexibility and white-collar 
pay flexibility’.8 In response, blue- and white-collar unions in the 
engineering sector formed a bargaining cartel.4? This led to the 
Industrial Agreement of 1997 discussed below. Cross-occupational 
collaboration became part of the new industrial relations regime. 
This could prevent enterprise unionism and retain the level of 
bargaining to the industrial level, thereby forestalling the deterior- 
ation of pay and employment conditions.>” 

The bargaining round of 1991 was one of the most centralized 
ever. The Rehnberg Commission was appointed by the government 
to coordinate bargaining and keep wage increases low. It managed 
to reach agreements with over 110 organizations.>! This so-called 
‘Stabilization Drive’ was accepted all over the labour market: wage 
costs were brought down to 3 per cent at the same time as inflation 
was reduced to 2 per cent and guarantees for wage drift and com- 
pensation were abolished.** State-sponsored agreement meant that 
the Swedish Model seemed about to be overtaken by events and a 
new role in labour market regulation was created for actors not 
directly involved in the production process. The overt central- 
ization of the Stabilization Drive was exceptional, as it occurred at a 
time when the economic crisis was accelerating. The currency, 
which the Social Democrats attempted to peg to the ecu in 1991, 
was attacked in 1992, forcing the Central Bank (Riksbank) to raise 
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short-term interest rates to 500 per cent. The government even- 
tually allowed the currency to float.5+ Pegging the krona to the ecu 
and subsequent efforts to institutionalize the norms and economic 
practices of the EU in Sweden meant the adoption of a norm-based 
economic policy (sormpolitik) to reassure the markets of the 
economy’s trustworthiness.°> In these exceptional circumstances, a 
coordinated wage bargaining round adhered to by both employers 
and wage earners was the inescapable solution to an economic crisis 
that affected all sides. Even so, the agreement came too late to 
avert the crisis.>° 

By 1993, the divergent performance of the booming export 
sector and the stagnation of the home market made the task of 
mediation more difficult.°’ Coordination efforts were hampered by 
the fact that the labour market partners in the pulp and paper 
industry reached an agreement exceeding the norm of 3.5 per cent 
per year set by the so-called Edin group.** The purpose of the 
group was to restore competitiveness by calculating the room for 
wage increases taking into account the performance of Sweden’s 
main competitors. A member of the group described its work in a 
positive light. ‘Some years there was higher growth in the public 
sector but that was evened out. If we can have the competition- 
exposed sector as the leader in wage setting it will make it easier for 
us to live with in the international market.”5? 

The lack of coordination at a time of welfare cutbacks under- 
mined union members’ purchasing power and contributed to 
militant demands. Meanwhile, local wage bargaining was expanding. 
Approximately 75 per cent of white-collar employees and 40 per 
cent of blue-collars agreed on local wage formation with no indi- 
vidual guarantees negotiated at central level.” Economic 
uncertainty, state mediation, union confusion and the spread of 
local wage bargaining indicated that a paradigmatic shift in Swedish 
industrial relations could be under way.°! 

Two types of agreements dominated the 1995 bargaining round. 
On the one hand, ‘fully open’ agreements, known in Germany as 
‘opening clauses’, reserved negotiations on wage levels and wage 
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Figure 6.1: Number of strikes in Sweden, 1985-2006 
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Figure 6.2: Strikes and lockouts in Sweden, 
days lost, 1985-2006 
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increases to the local level. Industry-wide partners would intervene 
only in case of a dispute. ‘Partially open’ agreements meant either 
general industry-wide wage setting or a division between the 
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industrial and the local branches. Fully open agreements were 
reached with 18 per cent of white-collar workers but only 1 per 
cent of blue-collars. Industry-wide agreements for blue-collars 
reached 62 per cent.® 

Important changes had been established as new features of the 
Swedish pattern of labour market regulation. Industrial LO unions 
such as Mefal/ preferred cooperation with white-collar engineering 
unions rather than LO coordination. This hinted at the possibility 
of an end to the wage politics of solidarity and possibly Me/a//’s LO 
membership.® On the other hand, industry-wide agreements with 
guarantees for general wage increases remained the predominant 
mode of wage formation with unions such as Kommunal and Handels 
securing large wage increases. In the bargaining round of 1998 the 
main difference compared with previous rounds was the timely 
conclusion of agreements, particularly in industry. Industrial action 
was kept at a low level and unlawful industrial action was minimal. 
The new labour market regime of the 1990s has been accompanied 
by a substantial reduction in the number of strikes, which 
continued throughout the first decade of the new century (Figure 
6.1), as well as lockouts. The two exceptions, 1995 and 2003, 
resulted from industrial action by Kommunal in the municipal and 
county council sector (Figure 6.2). 

With regard to the level of bargaining, decentralization and local 
negotiations became the norm in a series of collective agreements. 
Local partners assumed responsibility for the level and distribution 
of wages. Once again, however, the prerogative of employers to 
reward particular workers was curbed due to ‘cut-off provisions 
that, in the case of disagreements, specified the extent of wage 
increases a firm could apply as well as the minimum wage increase 
for every individual worker. 

This regulation tied the hands of local negotiators and left little 
room for wage differentiation similar to that of the 1993-97 period. 
The difference between the new pattern of bargaining and the 
centralized system of the 1970s for white-collar unions is not 
always clear, as such ‘cut off provisions are reminiscent of the 
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agreements that PTK agreed with SAF in the 1970s.% The bar- 
gaining round of 2001 was very similar to that of 1998. Local 
bargaining continued to rise for white-collar professionals and 
many agreements stipulated minimum wage increases for the lowest 
paid, as well as the lowest vacation pay.°6 There was, however, a 
substantial difference. Coordination within LO was achieved for 
the first time since the crisis. 

Before the start of the 2001 bargaining round, LO made a series 
of recommendations to its member unions regarding minimum pay 
increases and the higher wage increases to the lowest paid. The 
Confederation supported the notion of the competition sector as 
the pacesetter for all negotiation.*’ Despite the special arrangement 
that some LO unions have with the engineering unions of TCO 
and SACO, all LO unions were bound by the accord and agreed to 
its recommendations. After a protracted conflict, the agreement 
reached between Kommunal and employers in the municipal and 
county council sector in 2003 entailed no individual guarantee but 
only general wage increases.°* The extent to which Kommunal would 
be able to count on the support of other unions is crucial in this 
respect, not least because its members are mostly concentrated in 
the low-pay sector. On that occasion and in line with its efforts to 
combine LO solidarity with the Industrial Agreement, Mea// 
strongly supported Kommunal’s demands. 

In the bargaining round of 2004, LO followed the same pro- 
cedure and its role in coordinating wage demands for member 
unions became widely accepted.” In fact, the role of LO was now 
more pronounced, as individual unions did not make amendments 
to the text agreed at confederal level before placing their demands 
to their respective employers.”! Part of the coordination drive of 
2004 was the unanimous decision to make demands related to the 
improvement of the work environment.” 

The newfound coordination role of LO does not mean that the 
Confederation’s authority v7s-d-v7s its member unions has been 
restored to the levels of the centralized period. However, the power 
of LO to coordinate wage demands has been increasing over the 
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most recent bargaining rounds and its ideological, political and 
economic agenda has stabilized. Agreement on lifting the lowest 
paid from the lower end of collective agreement provisions con- 
stitutes an LO strategy with unanimous acceptance by industrial 
and non-industrial unions alike. What is more important is the fact 
that, according to statistics provided by Svenskt Naringshv, it has also 
been moderately successful. In the period 2004-2007, while local 
agreements continue to be very influential regarding final pay, 
above-average increases for the lowest paid have been recorded in 
‘many collective bargaining rounds’. 

As part of its recently established role, LO set the negotiation 
framework for its union members prior to the 2007 bargaining 
round. The main goal was to offer above-average wage increases to 
the lowest paid.”4 This was a priority for all unions, including IF 
Metall,> which nonetheless put up a stiff fight against women- 
targeted wage increases favoured especially by Kommunal.’ In the 
end, IF Metall also agreed to abide by the coordination require- 
ments, including the obligation to support other unions in the event 
of conflict over women’s wage increases.” 

LO unions agreed to an ‘equality pot? of SEK 205 to be dis- 
tributed to women earning less than SEK 20,000 per month in pro- 
portion to their number within the scope of an agreement.’ Until 
this year, attempts to reduce wage differentials between men and 
women were carried out through demands for higher wage increases 
to the lowest-paid. This policy has had little positive effect on 
female wage conditions, so a new step has now been taken. Female 
LO members, usually employed in the low-paid communal and 
county council sector, have been particularly badly hit by the reduc- 
tion in public expenditure and 91 per cent of them, about 750,000 
people, belong to the lowest paid category with a monthly salary of 
less than SEK 20,000.” 

Purther LO recommendations before the 2007 round were a 
minimum wage increase of 3.9 per cent, or SEK 825, for every 
agreement and a minimum increase of SEK 910 for those currently 
receiving the lowest wages of an agreement. The LO, TCO and 
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SACO unions allied as part of Facken inom Industrin agreed to a very 
similar, albeit slightly higher,’ level of wage demands. The 2007 
bargaining round was concluded with no major strike or lockout, 
and the Industrial Agreement functioned once more as a pacesetter 
for the rest of the labour market. What is more, the vast majority of 
LO unions have struck three-year deals that greatly improve pay 
conditions for those on the lowest rung of the pay scale.*! This is 
important because it counts as one of the most important indi- 
cators for wage inequality within branches. Interestingly, statistics 
and analysis after the conclusion of industry-wide negotiations 
(local agreements follow) indicate that IF Metall achieved the high- 
est wage increase for its lowest paid members since its 1983 deal 
with VF.® 

In contrast with earlier bargaining rounds, the 2007 round failed 
to halt above-Industrial Agreement wage increases that unions such 
as Handels and Kommunal managed to agree with their employers. 
It has therefore been suggested, not least by SN, that the high wage 
increases, agreed for a three-year period for most unions, threaten 
to undermine the government’s goal of reduced unemployment and 
lead to inflationary pressures. LO has sought to fend off such accu- 
sations.*4 It remains to be seen whether such fears will materialize. 
What is certain is that the Kowmunal agreement includes provisions 
for an equality pot, the result of intra-LO coordination, which can 
become a substantial first step towards reducing wage inequality in 
the public sector.* 

A second remarkable event in the 2007 bargaining round was 
the stance taken by SN on the collective agreement reached between 
Handels and its respective employer organization. Following the 
above-IA levels agreement reached between the two sides, SN went 
public with its disagreement and mediators were called in to resolve 
what amounted to an intra-employer conflict. When the cost of 
such an open break with employers in the tradable sector became 
clear to SN, it decided to back down and accept the agreement.*¢ 
The dispute is an indication of the continued centralizing role that 
SN seeks to perform on the bargaining tactics and decisions of its 
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member associations, contrary to its proclamations that it functions 
purely as a lobby group. 

Regarding the change in European industrial relations systems 
in the 1990s, Colin Crouch has argued that Scandinavia as a whole 
can be seen as exemplifying a neo-corporatist pattern charac- 
terized by strong central union confederations as opposed to 
countries with low union density and decentralized organization 
structures.®7 

This may be true as far as it goes, but it is important to remem- 
ber that strong unions are only one element of the industrial 
relations puzzle. The institutional legacies of the past associated 
with clear benefits from strong non-market regulation of the labour 
market meant that Swedish employers refrained from overhauling 
their organizational structure and relationship with unions. In fact, 
Svenskt Naringshv worked hard to achieve employer coordination 
prior to the 2007 bargaining round,** and went public with its 
determination, ultimately unsuccessfully, to resist higher wage 
increases to the lowest paid.8? Thus, employer preferences need to 
be added to the exceptionally powerful resources of the Swedish 
unions to affive at organized decentralization, characterized by a 
pacesetter function of the export sector. 


The Industrial Agreement and the 

Europeanization of Political Economy 

The Industrial Agreement of 1997 has played a major role in the 
stabilization of collective bargaining patterns and established the 
principle of the industrial sector as the leading sector in wage 
formation.” In 1996, the Social Democratic government requested 
the cooperation of the social partners to avoid inflationary pres- 
sures and a further increase in unemployment, calling for wage 
increases that would be internationally competitive.°! While TCO 
and SACO did not favour any changes in the newly established 
system, LO and SAF concentrated on the need to strengthen 
mediation procedures. Trade unions in the manufacturing 
industry took a more concrete initiative, inviting a broad dialogue 
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encompassing employer organizations and trade unions to set the 
tules of the game and a framework for collective bargaining. 

In March 1997, the Industrial Agreement (IA) was signed by 12 
employer organizations and seven trade unions, including the 
engineering union members of TCO (SIF), and SACO (CF; 
Civilingenjorsforbunde?) that went along with the proposals of Metall. 
The increasing importance of the internationalized metal industry 
sector has been decisive in that process. The metal industry unions 
of LO dF Metal), TCO (SIF) and SACO (CF) have called for 
stronger intra-union collaboration so as to prevent the deterioration 
of pay and working conditions due to globalization.%* The Euro- 
peanization of Sweden’s political economy poses new challenges 
with regard to competitiveness, the maintenance of high labour 
standards and the delivery of quality products that will conform to 
the unions’ goal of avoiding wage dumping. 

But the IA was not simply the result of union strategy. Em- 
ployers too realized the undesirability of uncoordinated bargaining 
in 1995, when a high settlement in the paper industry led to cor- 
responding calls for a high settlement by Metall?> VI did not 
contemplate confrontation because of the high costs involved in 
disrupting production at a post-Fordist time increasingly dependent 
on just-in-time delivery. Employers welcomed the willingness of 
the unions to reach a comprehensive agreement that would go 
beyond the bread and butter issues of wages and salaries and deal 
with the wider macroeconomic framework. A negotiator of the IA 
on the employers’ side has gone as far as to state that the agreement 
has reinvigorated the Saltsj6baden spirit between employers and the 
unions.”® 

The Agreement set out to offer a new mode of regulating the 
labour market by concentrating on the need to avoid industrial 
action for as long as possible, promote industrial development and 
enhance profitability to secure sound wage development.%’ It also 
backed industry-wide coordination of bargaining. The partners 
agreed on the establishment of an Industrial Committee. This 
would be composed of employer and union representatives, be 
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responsible for the supervision of bargaining and have the power to 
intervene in the negotiations prior to the expiry of a collective 
agreement. It could then force the parties to halt industrial action. 
All demands from the two sides would have to be put forward at 
the start of the negotiations, with no additions allowed once an 
agreement had been reached. In case an agreement ran out before it 
could be renewed, an impartial chair of the Industrial Committee 
would be given the authority to intervene, put forward his/her own 
proposals and delay industrial action for up to 14 days. 

The IA replaced legal stipulations on mediation and was tested 
in the bargaining round of 1998 for the first time. It turned out to 
be a success. All timetables were kept, industrial action was not 
contemplated and the wage levels agreed became the norm for the 
rest of the labour market. Crucially, the Industrial Agreement 
reconfirmed the spirit of Sa/tsyébaden in a key policy area. Unions 
and employers reasserted their adherence to the principle of social 
partner autonomy.! This has had clear effects on industrial peace. 
Compared to the rest of the EU, the number of lost working days 
in Sweden was below average over the period 1990 to 2000 (Figure 
6.3). The stabilization of the labour market resulting from the IA 
has been welcome news for LO, insofar as the acceptance of the 
export sector as the pacesetter for bargaining has facilitated its 
coordination role. However, the institutionalization of collaboration 
has also been accompanied by complications for the new solidar- 
istic wage policy due to the continuing aspiration of LO for a class- 
oriented cooperation to reduce wage dispersion.'°! After all, the 
union division along occupational lines reinforces LO’s mobilizing 
character as a social democratic Confederation at election time and 
beyond. The reduction in the Confederation’s centralized power 
may also prove an obstacle for close LO-wide coordination due to 
the diminishing importance of smaller unions. 

The provisions of the IA regarding mediation encouraged the 
government to push forward with its plans for creating a new 
institutional body responsible for overseeing an orderly wage 
formation. The strong reaction of both trade unions and employers 
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Figure 6.3: ‘Lost’? working days as a result of labour 
conflicts in the EU, 1990—2000 
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to the establishment of a body that would infringe on the principle 
of social partner autonomy meant that when the Mediation Office 
(Medhingsinstitutel) was created in 2000 its originally envisaged 
powers were curtailed.'° Its task is to promote an ‘efficient wage 
formation process’ and be responsible for wage statistics. The 
Mediation Office gained the right to appoint mediators for a 
potential industrial conflict and request a ‘cooling off period of up 
to 15 days before industrial action begins. Mediators intervening in 
disputes, however, were given no authority to halt industrial action. 
The creation of the Office did not challenge the position of 
employers and unions as the ultimate arbiters in the labour market. 
‘The social partners themselves have long been responsible for 
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concluding wage agreements, without any state interference. This 
still applies.”10 

Following the example set by their counterparts in the industrial 
sector, employers in the state sector took the initiative for an agree- 
ment in 1997.!04 Building on that momentum, the two sides pro- 
ceeded with two agreements on the bargaining sector in 2000: ‘the 
mutual trust established in the bargaining round of 1998 was 
codified in the cooperation agreement two years later’.!05 Thus, the 
acceptance of the export sector as a ‘pointer’ for wage development 
became established practice and both sides in the labour market as 
well as the Social Democratic Party today welcome the IA as a 
stabilizing force. In 2002, about 60 per cent of the Swedish labour 
market was covered by the IA and the state-sector agreements.!"” 

Nevertheless, it is important to point out that evidence from the 
most recent bargaining round that included most of the country’s 
major employer associations and trade unions indicates a weakening 
of the IA as a pointer for wage development. For domestically 
oriented employers and unions, the 10 years of the IA have led to 
below-par wage increases and growing resentment. The extent to 
which LO will be able to maintain the fine balance between sup- 
porting the IA and its new wage policy of solidarity through 
coordination and support for low-income groups, especially 
women, remains to be seen. 

Collaboration at the local level has not diminished throughout 
the period of change. The National Institute of Working Life! 
(Arbetshvsinstitutel) has tried to estimate the level of collaboration 
between the labour market partners at company level. A 1998 
sutvey measured the effects of the 1973 Act on trade union 
representation on company boards. Cooperation between employee 
representatives and other board members was deemed ‘good’ ot 
‘very good’ by 80 per cent of companies!” and not more than 10 
per cent of managing directors believed that employee participation 
‘weighted down’ the decision-making process. Nine out of ten 
companies recorded ‘good’ or ‘very good’ cooperation between 
managers and trade unions.!!° 


164 SOCIAL DEMOCRACY IN SWEDEN 


In a similar survey carried out by the same institute in 2003, 
surveyed firms asserted that consultations with trade unions are 
seldom financially burdensome. Although the influence of employees 
had diminished since 1996, the benchmark year, 48 per cent of them 
saw employees as playing a decisive role in regulating issues affect- 
ing working time and the working environment.'!! The climate of 
cooperation between the two sides was in this survey described as 
‘good’ or ‘rather good’ by 81 per cent of enterprises. Sofia Murhem’s 
study on the attitude of small businesses to trade unions showed that 
employers were sympathetic to the unions, though less enthusiastic 
about the benefits of membership in an employer association.!!? 

If industrial relations at the local and company level have 
remained stable, the decentralization of bargaining and the politiciz- 
ation of SAF appeared to threaten collaboration on the confederal 
level. The ideological nature of the Employer Confederation’s 
decisions and its proclamations were unique in the Nordic states." 
Even at the peak level, however, it is difficult to establish a clear-cut 
case of a definitive break with past practices. Samforstand still 
informs the policy attitudes of LO and SN, at least regarding the 
broad contours of labour market regulation. The increasing 
importance of European-level agreements and the need to respond 
to the challenge of Europeanization has strengthened that process. 
In fact and as suggested above, employers have facilitated the 
reaffirmation of LO’s role. An example is the September 2000 
agreement between LO and Swedish Service Employers Asso- 
ciation (Ljdnsteforetagens Arbetsgivareforbund, Almega) on the right of 
LO-affiliated temporary personnel to recetve equal pay and working 
conditions to permanent staff.''4 This came after the agreement at 
European level on temporary work.!'5 

Hostility of some employers to cooperation is often sacrificed 
for the sake of: a) maintaining industrial peace, b) preventing unin- 
terrupted productivity and c) avoiding governmental interference in 
the labour market through legislation which, due to Social 
Democratic dominance in power, is perceived as advantageous to 
the unions. Such fears are currently verified: the centre-right 
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government refuses to change labour law, admittedly one of the 
most pro-union legal frameworks in the Western world. On the 
other hand, the increasingly vocal calls by SN and other business 
lobbies (such as Féretagarna, the SMEs confederation) for labour 
law to be made mote ‘flexible’ points to the continuing threat of 
using politics to achieve goals traditionally fought for through 
negotiations. Changes in the unemployment insurance system 
underway may, in fact, be an indication that broader changes will be 
introduced by the government at a later stage. 

In 1998, on the initiative of LO economists, the three union 
confederations agreed to present a package of issues for nego- 
tiations with SAF, including EMU, wage bargaining, labour 
legislation, taxes and ‘competence development’.!!° These were the 
‘Alliance for Growth’ (Adians for tillvdx?) discussions, the successful 
conclusion of which would have strengthened the argument on a 
neocorporatist revival. After a long period of backdoor consul- 
tations, the labour market partners made public their intention of 
signing a ‘second Sa/tsjobaden agreement’.!!7 Although by December 
it appeared that an agreement was about to be signed, LO left the 
negotiation table and the agreement collapsed.!'!® The reasons for 
failure seem mostly related to the refusal of TCO, SACO and SAF 
to contemplate a strengthening of coordinated bargaining and a 
strong role for a state mediator as advocated by LO.!!9 
Nonetheless, SAF agreed to the establishment of a bipartite 
arbitration board to intervene and settle wage conflicts, which 
would have meant a strengthened role for LO in the bargaining 
process. !20 

Research by Stephens (2000) reveals different explanations for 
the collapse of the talks, ranging from the TCO and SACO 
objection to the re-centralization of bargaining to a split with the 
confederations over the EMU issue. SAF made EMU approval by 
the unions a precondition for the talks’ success, but TCO did not 
commit itself to an official endorsement of Economic and 
Monetary Union.!?! TCO and SACO were indeed reluctant to see a 
return to a more centralized pattern of wage bargaining. Their 
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objection removed the key incentive for LO’s decision to endorse 
EMU, modify the Law on Employment Security (LAS) and call for 
a return to the 1990 tax reform, which SAP modified after 1994 by 
raising the top tax rate.!?* The broad agenda did not suit the anti- 
corporatist objectives of SACO, whose members can rely on higher 
education levels from TCO and LO members to achieve theit 
demands in the absence of centralized agreements.!* 

Despite the failure of the two sides to reach agreement, the out- 
come does not signify the demise of a consensus-seeking approach 
to labour market regulation. Tendencies both for and against strong 
centralized regulation exist. Politics is as important as ever. To 
illustrate, the decision by LO and Svenskt Naringsliv to solve the 
problem of foreign firms operating in Sweden, outlined below, may 
lead to a renewed attempt at setting broad economic objectives. On 
the other hand, the increasingly militant position of SN makes such 
an outcome less likely than such agreements suggest. 

The growth of small and medium sized enterprises, with two- 
thirds of all Svenskt Naringshv member companies now employing 
up to nine employees, has changed its internal composition. 
Increasing reliance on SMEs means that SN has become more 
vocal in its opposition to sympathy strike actions and has repeat- 
edly called for proportionality in labour law. Industrial enterprises, 
on the other hand, are well served by a system of coordination that 
allows just-in-time delivery and guarantees labour peace, binding 
under collective agreements. Furthermore, agreements at the 
confederal level also result from the powerful role of the trade 
unions in the labour market, itself the result of very high levels of 
union density and an elaborate network of social policy and labour 
market legislation. The confederations of labour and capital 
continue to adhere to the notion and practice of labour market 
regulation to direct policy outcomes towards growth and efficiency. 

A good illustration of this is the agreement between LO, PTK 
and Svenskt Naringsiv in April 2001 on an occupational injury 
scheme. According to this agreement, the injured employee receives 
full compensation for loss of income and is no longer obliged to 
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prove the fault of the employer. LO and Svenskt Naringsliv also 
agreed on two supplementary agreements: on sick pay (4vtalsgrupps- 
Jjukforsdkring, AGS), and an insurance scheme against job loss 
(Agangsbidragsforsdkring, AGB). The two sides have created a co- 
owned company, AFA, responsible for collectively agreed insur- 
ance against death, work injuries, illness and redundancy.'** About 
three million people are insured against at least one of these risks 
with APA. LO and Svenskt Naringshv have also established a Safety 
Foundation (I7gghetsfonden, TSL) in September 2004 to manage the 
support of employees made redundant.!* The ‘security agreement’ 
(Tnygghetsavtal) has helped secure new jobs for 80 per cent of 
redundant white-collar workers and 86 per cent of workers in the 
year 2006.76 This has come after another agreement between the 
two sides regarding the need for an ‘insurance for change’ 
(omstallningsforsakring) was teached in 2004, and foresaw negotiations 
between managers and local trade unions in the event of forced 
redundancies to provide individual help in the search for new 
employment. 

Finally, in 2007 new pension agreements were reached first 
between Svenskt Naringsliv and PTK,!?7 and subsequently between 
Svenskt Naringsiv and LO.'8 As a result pension conditions for 
white-collar and blue-collar workers have been readjusted to the 
benefit of LO members. These results come as no surprise. 
Cooperative relations with unions at the plant level are a 
precondition for employers to adjust efficiently and quickly to 
changing market conditions.!22 At the same time, pension 
agreements function as a pool of attraction for unions to the extent 
that they relieve the individual employee of the task of negotiating a 
separate pension agreement with his/her employer. The fact that 
such an attitude complements the historical trajectory of Swedish 
industrial relations reinforces its popularity. 

The Vaxholm conflict is a further sign of the coordinated 
market economy type that Sweden has settled for after the crisis. In 
light of the consequences that similar conflicts could have on the 
labour market regarding unfair competition between its members, 
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Svenskt Naringsliv agreed on negotiations with LO to set up 
guidelines for foreign firms operating temporarily in Sweden. The 
agenda of the two sides ranged from insurance to principles of 
wage determination.'° An agreement was reached in the summer 
of 2005, whereby LO and Svenskt Naringsliv ‘tecommended’ to their 
members that they should ensure that temporary employment in 
Sweden from outside the country should be subject to the Swedish 
Model through the affiliation of employers to one of SN’s 
members.!3! 

The agreement included a series of loopholes and SN did not 
commit itself to its application to those firms already bound by a 
collective agreement in their home country. On the other hand, 
however, the agreement has rightly been described as a victory for 
LO and the Swedish Model.'*? It was proof of the commitment of 
both sides to the regulation of the labour market through the 
establishment of mutually acceptable compromises, as well as of 
their desire to adjust the new Swedish Model according to the 
framework of operation created through EU enlargement and the 
challenges that this poses. At the same time, the employers needed 
to show willingness to compromise by taking into account public 
sentiments. An opinion poll by SKOP at the behest of TCO 
showed that although only 17 per cent of companies had a more 
positive stance towards the unions after the Vaxholm affair, 73 per 
cent agreed with the principle behind the unions’ action. The same 
percentage supported the principle that Swedish legislation and 
collective agreements should be valid for all companies operating in 
the country.!33 For Svenskt Naringshv to remain true to its commit- 
ment of securing fair competition to its members, the agreement 
with LO was vital. 

A path-dependent dynamic has thus evolved, maximizing 
employers’ payoffs by sticking with the current system. Departing 
from the model of collective bargaining and autonomy entails the 
threat of shifting to a model conducive to labour poaching and 
unfair competition. The costs associated with such a switch seem, 
to most employers, prohibitive. A similar opinion poll to SKOP at 
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the end of 2004 showed that, among the general public, the 
Swedish system of collective agreements was supported by around 
80 per cent of the population and more than half (56 per cent) 
viewed the role of unions more positively after Vaxholm. Half of 
respondents agreed that were the unions to lose the core argument 
at stake in the Vaxholm dispute, pay and working conditions would 
deteriorate for all employees in Sweden.!4 


Beyond neocorporatism: the fallacy of change? 
The pronounced turn away from corporatist interest representation 
is significant for the Swedish Model insofar as it would restrict the 
ability of unions to exercise a degree of influence over political 
decisions that relate directly to the wellbeing of their members. 
Existing evidence does not support the notion of a complete break 
with the old pattern of organized interest representation, although 
the changed composition of boards and agencies has reduced the 
ability of employers and trade unions to influence decision-making.!95 
After 1991 and the decision of SAF to withdraw from boards and 
agencies, Parliament abolished ‘administrative corporatism’, defined 
as the invitation by the state to certain interest groups, civil servants 
and politicians to serve on the boards of different companies.!*° 
Nonetheless, this transformation is much more apparent than 
real. ‘Many of the former representatives of interest groups still 
hold seats on the boards, since the government appointed them to 
the same boards on “personal mandates’”.!3’ The Board of the 
Work Environment Authority (Arbetsmilfjoverket, AV) is an example 
of such an arrangement. LO and Svenskt Ndaringsliv each have a 
representative on the Authority’s board though they appear in a 
personal rather than professional capacity.!° This change has 
reduced the ability of outside actors to hold trade unions and 
employers accountable for decisions, but it does not equal a loss of 
influence in the decision-making process. LO used the return of the 
Social Democrats in power in 1994 to regain a place in the AMS 
Board.!3° Both unions and big business with connections to 
employer organizations continue to exert informal influence on 
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decision-making through their links to political parties or indi- 
viduals in the Ministries and the state machinery in general.'40 


The Salience of Institutional Legacies and Policy Concertation 
Over the last 15-20 years the degree of change in the function and 
goals of the labour market partners has been rapid and outstanding. 

There has been a shift away from centralized agreements and an 
increase in wage differentials between blue- and white-collar workers. 
The wage politics of solidarity have been undermined by an increase 
in wage dispersion, and the cross-class and cross-union alliances. 
There is also evidence of growing income differentials in the period 
1995-2004.'41 The Industrial Agreement permits big differences in 
profits and wages across the different sectors, in particular the public 
sector where local bargaining and wage distribution has become 
dominant.'#2 Changes in the global economy, the Europeanization 
of Swedish economic policy after the 1980s and the growing 
individualization of labour have meant that the traditional agenda 
of LO has been undermined. A return to more centralized bargain- 
ing has been ruled out. The public sector has certainly been no 
exception to the pattern of differentiation and inequity. The adop- 
tion of a decentralization agenda by SAP in the 1980s has been 
accompanied by the introduction of pay systems based on flexible 
and individual pay rates. In 1984, a market salary supplement to the 
salaries of public sector employees was introduced to enhance the 
attractiveness of public sector employment compared to private 
enterprises. The purpose behind these attempts has been to retain 
the loyalty of the most valued employees, and intense antagonism 
between unions has facilitated this development.'* 

According to LO data, the wage increase for blue-collar workers 
was 36 per cent over the period 1994-2003 whilst the equivalent 
increase in wages of white-collar workers was 44 per cent.!4+4 
Inequities in wage compensation between these two big occupa- 
tional groups are higher if calculated on the basis of real increases 
in income. Blue-collars received 74 per cent of a white-collar wage 
in 1994 and that figure had gone down to 70 per cent nine years 
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later.'45 A compilation of different statistics shows that wage differ- 
entials had increased to the level of the mid-1970s by 2003.!46 This 
divergence has not been uniformly applied to all categories. While 
employees in the communal sector have been the biggest losers, 
white-collar employees in the industrial sector have enjoyed the 
highest wage increases. A revolutionary change has not occurred, 
however. With regard to the new solidaristic wage policy, the line 
that LO has followed over the past few years, though unable to 
fulfil the more egalitarian ambitions of earlier periods, has been 
marked by some success. 

Collective agreements have increasingly focused on the need to 
reduce male and female wage differentials in accordance with the 
‘equal pay for job of equal worth’ principle. Some progress has 
been made. In 2003, ‘female wages’ rose more than ‘male’ ones, by 
3.9 per cent compared with 3.3 per cent for men.'47 It was the first 
time that such a development had taken place since the early 1990s 
as Kommunal was able to push through its collective agreement in 
2003 supported by LO. In the 2004 wage bargaining round, more 
rules were agreed to reduce wage disparities between the sexes.!* 
The industrial sector achieved a working time reduction of 0.5 per 
cent over the three-year contractual period and the lowest paid 
blue-collar workers were offered average wage increases of 9 per 
cent over three years without working time cuts.!4? The outcome of 
the 2007 bargaining round, one of the most comprehensive in 
recent memory, is a further important indicator of the new equil- 
ibrium’s sustainability, as well as the ability of the unions to extract 
better pay conditions for their members in conditions of sound 
economic growth. 

Though income inequity is rising, Sweden’s labour market 
remains strongly egalitarian. According to Eurostat’s Structure of 
Earnings Survey, Sweden had, in 2003, the lowest wage dispersion 
before tax in the European Union. Figures from the (admittedly 
slightly dated) 1996 OECD Employment Outlook show that 
Sweden had the lowest percentage of low-paid employees, defined 
as receiving a salary less than two-thirds of the average wage of a 


172 SOCIAL DEMOCRACY IN SWEDEN 


full-time employee (Figure 6.4). Furthermore, the OECD published 
data in 2003 on wage dispersion comparing a range of national 
economies. It is based on the relationship between the highest and 
lowest decile of the average wage earner, where a higher percentage 
signifies higher dispersion between the highest and lowest salaries. 
Sweden emerges as the economy with the lowest wage dispersion 


(Figure 6.5). 


Figure 6.4: Low-paid employees, selected countries 
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Underpinning the strength and encompassing character of LO 
unions is the high level of union density. Sweden is part of the 
wider Nordic approach to union membership that favours high 
unionization rates irrespective of the level of collective bargain- 
ing.'5° At the beginning of the 1990s, unionization rates began to 
decline amidst a tight labour market and the increasing emphasis on 
individual wage increases. The departure from the policy of full 
employment in the 1990s weakened the position of the unions and 
facilitated the decline in unionization.!5! 
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Figure 6.5: Wage dispersion, selected countries, 2003 
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The process has accelerated and in 2006 LO reported a 
unionization rate of less than 78 per cent.'5? For the first time ever, 
the combined membership rate of TCO and SACO in 2006 sur- 
passed that of LO. While TCO rates are also slightly down, SACO 
continues to grow. The phenomenon of declining blue-collar union 
participation has also been observed in Denmark, Finland and 
Norway, and can be at least partly attributed to the growing 
proportion of the labour force employed in the professional, white- 
collar sector. Changes in employment patterns mean that more 
people enter university and delay their entry to the labour market. 
Moreover, the decentralization of bargaining and the wider shift 
towards more individual-oriented solutions mean that the current 
structures of union organization hardly reflect changing societal 
attitudes and values.'55 In that respect, the earlier ability of LO to 
be a promoter of social values in its own right has now disappeared. 

There are more positive trends in unionization rates worth 
mentioning, however. Apart from the institutional link analysed 
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below, non-unionized employees do not reject the possibility of 
future entry to a union. In fact, more than half of respondents to a 
2007 survey said that they would ‘certainly’ or ‘probably’ join in the 
future.!+ The growing influx of migrant labour in the 1990s could 
pose a serious challenge to unionization rates, assuming that the 
‘union culture’ of Sweden is much weaker in other parts of the 
world and particularly outside Western Europe. Nonetheless, a 
2004 LO report showed that women stemming from a non- 
European country had a rate of unionization that reached 74 per 
cent and most of them were members of an LO union.!> In 
addition, separate poll findings indicate that whilst most people are 
union members because of the unemployment benefit linked to 
union membership (67 per cent), 65 per cent of respondents also 
argued that union membership is a way of safeguarding their 
interests in the workplace.'%° 

Cultural explanations of a distinct Nordic approach to labour 
market regulation, where membership of a union is an expression 
of a society’s organizational pattern, have often been put forward to 
explain high union membership rates.!57 Indeed, the cultural 
evolution of the Swedish polity signifies the importance of paying 
due attention to a high level of societal organization based around 
collective decision-making and a continuous search for consensus. 
However, unionization attributed to a culturally prescribed 
behavioural pattern contrasts sharply with a new reality in the 
Swedish polity. This is characterized by a large influx of foreign 
labour and the gradual transformation of Sweden as a net receiver 
of migrant population. 

High union density tates should instead be attributed to the 
durability of institutional patterns, developed over time, and closely 
related to the maintenance of an overall labour market framework 
conducive to a strong union role. Such an explanation underlines 
the critical role of institution-building during the formative years of 
the Swedish Model. This pattern has developed in a mutually 
beneficial settlement for employers and unions alike. 

To give but one example, at no point during their counter- 
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offensive did employers seek to discourage union membership. 
They have stuck with unions in the knowledge that removing some 
non-market regulatory elements from the country’s industrial 
relations system entailed high costs. In particular, it involved the 
renegotiation of an institutional settlement that provided employers 
with industrial peace, flexibility through collective agreements and 
the opportunity to build upon a highly skilled workforce to 
compete in global markets. Unions had no reason to upset this 
settlement, which delivered real wage increases, important 
regulatory and legal powers as well as access to decision-makers 
through their links to the Social Democratic patty. 

The centralization of industrial relations in the early twentieth 
century meant that firm-by-firm struggles were largely avoided and 
‘extensive union access to workplaces helped maintain rank-and-file 
contact and organize workplace bargaining’.!58 The ability of both 
unions and employers to centralize and gain access to the 
workplace is derived from the historical character of the Swedish 
state and the concomitant emergence of industrialization and 
democratization. These facilitated the growth of strong unions as 
part and parcel of a democratizing polity. The labour movement 
consolidated its numerical strength in the absence of a coherent 
consetvative counter-force due to the democratic instincts of the 
peasantry and the reformist character of the Social Democratic 
party. The latter co-opted the unions to a collaborative pattern of 
labour market organization. Social partner autonomy helped 
unionization and employer centralization, raising the stakes for 
both parties involved.!5° 

The creation of an optional unemployment insurance fund 
along the lines of the Ghent model subsidized by the state meant 
that a set of very concrete incentives was built into the system in 
the 1930s. It encouraged union participation and the increase in the 
collective power of labour.! The original balance in payments 
between unions and the state was slowly tilted in favour of the 
unions, with the state paying almost all costs from the 1970s. 
Moreover, although an individual can be a member of an insurance 


176 SOCIAL DEMOCRACY IN SWEDEN 


fund without being a union member, in practice the unions have 
made such a choice very difficult.!°' To illustrate, although the 
current legislative framework does not allow for any discrimination 
between a-Rassa members on the basis of union membership, 
practical benefits on pay and information continue to be enjoyed by 
union members.!62 

Similar to the unemployment insurance funds are the rules and 
laws that prescribe the use of strike and lockout funds. The latter 
are only available to unionized workers, further enhancing the 
attractiveness of channelling disputes through union represen- 
tation.!6 

Path dependency has reduced the attractiveness of overhauling 
the current system. The leader of the Moderate Party and Prime 
Minister, who had recommended that the state take over the 
unemployment funds whilst in opposition, changed tack. Fredrik 
Reinfeldt says that a change of administration would be difficult 
considering that unions represent broad social groups.' In further 
revealing statements, Reinfeldt declared prior to the September 
2006 elections that it is his party which is now the Party of Work 
(Arbetarpart),'> and that a centre-right government will increase 
expenditure on the welfare state.'% 

At the time of the introduction of the unemployment insurance 
reform, the Social Democrats could hardly expect political gains, as 
the majority of workers were not unionized. Nevertheless, the 
reform was part of an overall strategy that aimed at creating a 
political and economic climate conducive to the goals of social 
democracy beyond the immediate electoral cycle. Far from relying 
on sociological explanations, an exegesis of the new Swedish 
Model’s relevance in a different political and economic context 
from that of its original inception has to be traced to the 
constellation of a set of institutional variables. 

These findings need, however, to be qualified in the face of 
legislative initiatives by the Alliance, as well as broader changes in 
the welfare system. After all, any institutional settlement in coor- 
dinated market economies has to be judged on political terms, 
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where the process of readjustment is continuous and dependent on 
available resources to relevant actors. For all its proclaimed com- 
mitment to collective agreements and strong trade unions, the 
Alliance has introduced cuts in unemployment insurance benefits 
and a steep increase in unemployment insurance fees (a-kassa). 
Concretely, the Alliance has promised a reduction of unem- 
ployment insurance benefit from 80 per cent of average wage to 70 
per cent after 200 days out of work and 65 per cent after 300 days. 

Reducing unemployment is thus linked to a reduction in state 
benefits, in an apparent attempt to make employment mote atttac- 
tive and increase income differentials between those at work and 
those reliant on benefits (ddrag). At the same time, akassa fees 
become directly linked to factors unrelated to the fund, such as the 
unemployment rate in that particular branch of the economy. 
Clearly, the consequence of this decision is to penalize union mem- 
bers and unemployment funds where unemployment is highest, 
reducing the solidaristic element in the system. The government has 
also announced its intention to remove the right of entitlement 
through education.!®” 

The combined effect of such measures is likely to reduce 
unionization rates further, considering the steep rise in dues for 
both union and a-kassa participation. In fact, there is already some 
evidence that the sharp increase in unemployment insurance fees is 
contributing to an exodus from a-kassa membership.'* The reduc- 
tion in a-kassa members has in turn led to reduced state revenues,!° 
which were eagerly anticipated by the government to deliver on 
some of its promises regarding income tax cuts. This, in turn, 
means that the proposal has now been put forward to make a-kassa 
membership obligatory for all — a prospect utterly unwelcome to 
the unions.'7° Combined with the fact that more and more workers 
are choosing to become members of a fund unrelated to the 
unions!”! (Affa-kassan), this is a bad omen for the sustainability of 
high unionization rates in the future. The immediate response by 
LO was to explore the possibility of organizing its own unem- 
ployment insurance fund, but this has stumbled in the face of 
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evidence suggesting that low-paid members would be subject to the 
highest premiums.!7? 

To make things worse, governmental policies are only one 
aspect of the problem. As Anders Kjellberg has suggested, the 
loosening link between unions and a-kassa is also undermined 
through a) the trend of disassociation from unions and membership 
only to a-kassa that preceded the reforms introduced since 
September 2006, b) the fact that, even prior to the reforms, only 
half of all employees actually received the nominal replacement rate 
of 80 per cent through their a-Aassa and finally c) the multiplication 
of income insurance schemes among trade unions, especially 
among TCO and SACO unions, has not reduced the number of 
those choosing to be only members of a-assa.!™ 

Combined with reduced spending on labour market 
programmes, current policies on unemployment insurance and pre- 
existing trends that were inadequately addressed by the social 
democrats and the unions alike can endanger the encompassing 
role of LO unions in Swedish public policy. 

Generous unemployment insurance, LO argues, has been at the 
core of the Swedish Model’s flexibility and adaptability of the 
workforce. Reducing security leads to a more risk-averse labour 
force, gradually stifling innovation and the economy’s competitive 
edge, not to speak of the social repercussions of such a policy. 
Reducing replacement rates means that unemployment insurance is 
transformed to a form of social assistance,!7* and the redistributive 
character of a-kassa manifested in its cost-sharing character is 
gradually evaporating. 


Social Democrats and Unions: Continuity and Change 

The War of the Roses in the 1980s inflicted serious damage to the 
relationship between the Social Democrats and LO. Even during 
the 1970s, the traditional link between the party and the unions was 
crumbling, as the Social Democratic party had been drawn into 
labour conflicts as a public sector employer.!”> At the 1987 SAP 
Congress the increasingly powerful role of SAP functionaries in 
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important positions with no union links contributed to the decision 
to replace collective union affiliation to SAP with ‘organizational 
affiliation’.!7° This was based on the principle that party mem- 
bership can only be individual; individual members of a union 
section affiliating to the party must decide voluntarily to join 
SAP.!77 The change was carried out gradually until the end of 1990 
and included the stipulation that all union organizations, such as 
clubs, branches or sections, would have to decide whether they 
wished to take part in the process. 

The principle of collective affiliation had been crucial in the 
development of SAP as a mass party. In 1983 party membership 
had reached a staggering 1.2 million or 15 per cent of the Swedish 
population at the time.!”8 The end of compulsory affiliation was no 
surprise. Unions and outsiders had always questioned the principle 
of collective affiliation as harmful to the image of SAP. In the 
1980s the top echelons of LO also started questioning the use- 
fulness of institutional affiliation. Stig Malm, then LO President, 
described collective affiliation as ‘a millstone around the neck of the 
labour movement’.!” Financially, the end of collective affiliation 
has had little consequence. Party membership fees are less 
important than state support, institutionalized in 1965 through 
public subsidies to political parties. Party and unions usually agree 
on an annual grant by LO to SAP. It has been estimated that 
organized labour contributed approximately $8.8 million to SAP for 
the 2002 elections.1®° 

It is also important to note that the Swedish model of affiliation 
was never as encompassing as the British equivalent affiliation of 
the TUC unions to the Labour Party. Other forms of affiliation are 
membership in Social Democratic associations based on the 
individual members of a local section of a trade union (union clubs) 
ot workplace associations; that is, associations based on a local firm 
that may include members of different unions.'®! Such forms of 
affiliation have gained in importance after the end of collective 
affiliation. On a national level, the links between the two sides have 
barely been interrupted. Traditionally, the LO President retains a 
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permanent seat on the party’s executive board, the second most 
important decision-making organ after Congress.'!®? The leaders of 
major LO unions, such as IF Mesall and Kommunal, are also tep- 
resented on that body. 

The continuing links between LO and SAP result from a 
mutually beneficial relationship. It has delivered election victories 
for the party and enhanced welfare and labour legislation for the 
unions. The large size of LO means that its continuing support to 
the Social Democrats is an indispensable tool during election cam- 
paigns. Moreover, the domination of party politics by the Social 
Democrats guarantees LO a strong voice in policy development. 
LO election campaigns are very active on behalf of the Social 
Democrats. About 4,000 LO functionaries supported the party’s 
pre-election efforts in 2002 and many of the 23,000 LO union 
officials made use of their right to receive paid time off work to 
campaign.'*} LO organizes meetings, distributes leaflets and coor- 
dinates its activities with the party at national, regional and local 
level, while its unions often organize their own activities in support 
of party goals. 

Maintaining the links between SAP and blue-collar workers 
hinges on the engagement of LO in political work through the 
creation of Social Democratic clubs.!*+ Evidence suggests that it has 
become increasingly difficult for union functionaries to persuade 
their members to become involved in party activity and assume 
responsibility for SAP policies.'8 Welfare cuts and austerity 
measures introduced by the 1994-98 SAP government in particular 
reduced the attractiveness of active political work for many LO 
members. 

After the 2000 LO Congtess, a decision was taken to recruit 
100,000 new LO members to the party by the time of the next 
Congress to influence policy-making. By June 2004, however, only 
around 30-40,000 new members had been added to the party’s 
lists.!86 In the 1990s, the Social Democrats discussed the possible 
ways through which the party’s appeal could be extended to TCO 
and SACO members. In the 1998 election, only 53 per cent of LO 
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members voted for the Social Democrats and 150,000 LO 
members that had voted SAP in the previous election abstained 
from voting.'8’ This analysis prompted combined action by the 
party and LO and the percentage of LO votes going to SAP 
increased in 2002 to 59 per cent, but remained short of the 66 per 
cent recorded in the 1994 election.188 

The existence of a strong party to the left of the Social 
Democrats combined with a PR electoral system has meant that 
many LO members have channelled their opposition to SAP 
policies after 1994 to Vansterpartiet. In this respect, the 2006 
election was exceptional. One has to go back to 1991 to see such 
low support for SAP among LO members, with only 54 per cent 
voting for Persson’s party. What is more, Moderaterna ate now the 
second biggest party among LO members (enjoying the support of 
11.1 per cent of them), surpassing the support of Vdusterpartiet.'®° 
In the short term at least, Reinfeldt’s campaign was successful in 
convincing LO members of its benevolent intentions, though the 
trend seemed to have been reversed by early 2007, at which point 
SAP popularity reached very high levels. 

Austerity measures in the 1990s did little to improve relations 
between LO and SAP. In 1996, LO demonstrated for the first time 
against a Social Democratic government, and reacted angrily to the 
SAP decision to reduce the replacement rate for unemployment to 
75 per cent.'%° In 1996, the succession of Ingvar Carlsson by his 
Finance Minister G6ran Persson — the instigator of the welfare cuts 
1994-96 — added to the tension. The government proposed tight- 
ening the qualifying conditions for entitlement to unemployment 
benefits and increased qualifying levels for basic benefits from five 
to nine months, and to one year for earnings-related benefits. It 
also proclaimed that unemployment benefit now be calculated on 
the basis of the last 12 months at work instead of the five highest 
earning months previously seen as adequate. 

Despite Persson’s attempts to underline the historical and 
political ties between LO and the party in his LO Congress speech 
of 1996, as well as his assurances that the ‘new Swedish welfare 
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state’ would be constructed in collaboration with the unions,!*! the 
unions responded to the speech by slow-clapping and many dele- 
gates were restrained from leaving the hall upon the Prime Min- 
ister’s arrival.!°? The collaboration between SAP and the Centre in 
that period may have played a role in the attempts of the party to 
legislate against the wishes of LO members.!93 Experiences such as 
the one at the 1996 Congress led the Prime Minister to rethink the 
extent to which the party could afford constant tension in its rela- 
tions with the unions; he thus decided to mend fences with LO.!™4 

Relations between SAP and LO have improved steadily since 
their low point of the 1990s and are described as highly cooperative 
and effective by both sides.!% The power of unions, itself a by- 
product of the institutional build-up that the Swedish left advocated 
in the 1930s, remains decisive in the process of decision-making for 
the Social Democrats. In November 2004 and after a period of 
intense union criticism against the Law on Employment Protection 
(LAS) due to its discriminatory provisions against fixed-term 
employees, the government agreed to reform. It sought to prioritize 
fixed-term workers in moving to open-ended employment con- 
tracts and offer them the opportunity to be re-classified as open- 
ended employees if they have been employed for three out of five 
years in the same firm.!°° As if any evidence is needed that party 
politics matters a great deal, the centre-right government has 
changed SAP proposals — making fixed-term contracts easier to sign 
and hampering the possibility of moving to a full-time job.!” 

It is through proposals such as the one outlined above that 
public sector union grievances towards SAP have substantially 
diminished. Although the issue of affiliation to the Social 
Democrats has usually been a primary discussion topic among 
members of Kommunal, the issue was not raised in its most recent 
Congress. As Aylott argues, institutions are much easier to maintain 
than to set up, and Kommunal appears to confirm this interpretation 
of institutional stability in party—union relations.!°° Metal/ has also 
confirmed that its willingness to continue and influence political 
developments goes through its affiliation to the Social Democratic 
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Party.! Such attitudes are now likely to be reinforced considering 
the common goal of SAP and LO, the removal of the Alliance 
from power in the 2010 elections. The government’s policies on the 
simultaneous abolition of property and wealth tax, unemployment 
benefits and the LAS reform reducing the opportunities for open- 
ended employment have created common causes for party and 


unions.20 


Change and Continuity in Policy-Making 
The 1991 Bildt government had secured the acquiescence of SAP 
in reforming the welfare state and reducing the generosity of a 
seties of benefits.2°! Party consensus was reached in 1992 over the 
‘crisis deal’, whereby a series of economic and social policies were 
reformed.?02 

The reform of the pension system in 1994 included all the main 
political parties. However, the Liberals and Centre refused to agree 
with the Moderates on some of the latter’s suggestions regarding 
the restructuring of the private sector, and the government paid 
tribute to the universal welfare state.?” In addition, the government 
resorted to a more extensive use of active labour market policy to 
counter growing unemployment than any previous government." 
Approximately 5 per cent of the entire Swedish workforce took 
part in various labour market programmes in the 1990s.205 

If the Rehn-Meidner Model is obsolete in an era of flexible 
interest rates, and the Europeanization of Swedish business makes 
the policy of profit squeeze much more difficult to achieve, an 
exception has been made for active labour market policy 
schemes.*°6 The cross-party acceptance of active labour market 
policies is a potent reminder of the influence that the labour 
movement has exerted on the creation of the modern Swedish 
polity. After all, this policy was an LO initiative that was utilized by 
the Social Democrats after the mid-1950s.2” It served the purpose 
of reinforcing the instincts of a work-oriented society by empha- 
sizing the liberating effects of work for the individual.? It is 
therefore all the more remarkable that SAP ignored this historical 
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dictum in the run-up to the 2006 election, allowing the new 
Moderate Party to profit from its successful depiction as ‘the new 
party of work’. 

In the 1994 pre-election campaign, the Social Democrats vowed 
to ease the pressure on state finances and reduce the budget deficit 
of 10.5 per cent through a combination of budget cuts and tax 
increases.2” This led to sceptical reactions by domestic and inter- 
national business. Faced with the threat of relocation by five large 
MNCs, the government created an industry panel to avert such 
capital flight.2!? International business now enjoyed independence 
from government; the neo-corporatist settlement no longer applied. 
SAP proposed a four-year crisis package amounting to SEK 61 
billion combining a 5 per cent ‘recovery tax’ on high earners, a rise 
in national insurance contributions and the lifting of municipal tax 
ceilings. The package also included defence budget cuts, foreign aid 
and refugee assistance cuts, student grants cuts, the introduction of 
a waiting day for sick leave and child as well as pension and 
invalidity payments cuts.?!' The party defended the welfare state 
and in a direct appeal to LO vowed to increase employment by 
100,000 in four years and restore labour legislation to the pre-1991 
tules. It also called for acceptance on the part of LO of flexible 
working practices. 

The decision by Finance Minister Persson to cap public expen- 
diture was received angrily by LO and SAP supporters, but fiscal 
consolidation was achieved relatively quickly. The budget deficit 
was reduced to 7.3 per cent in 1995. IMF-estimated government 
debt fell from 79 per cent of GNP in 1994 to 78.2 a year later and 
75.1 per cent in 1997. Inflation was quickly brought under control, 
and amounted to less than 1 per cent in 1996. The share of the 
government in the economy fell from 71 per cent in 1993 to 64.3 
per cent in 1996.2!2 Employment increased by 276,000 people, or 
6.9 per cent, between 1996 and 2001.7!5 On the other hand, SAP 
continued the changes in the social insurance and labour market 
tules instigated by the Bildt government?!* and kept many of the 
social insurance reforms of that period intact. It also increased the 
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overall take of tax and fees from 50 to 54 per cent between 1994 
and 1997,215 practically cancelling out the tax reform of 1990. 

Por all the important changes that the Social Democrats 
adopted in their policy programme over the 1990s, there is little 
evidence to suggest that SAP policies today mark a decisive break 
with the past. In addition, the move to the centre ground of politics 
meant that SAP has moved closer to the ideological profile of its 
voters.?!6 The Social Democrats have traditionally embraced policy 
change to support the core goal of welfare redistribution. The sup- 
port of the welfare state remains a cornerstone of social democratic 
politics. 

While the progressiveness of the tax system was reduced with 
the 1990 tax reform, overall taxation levels have remained stable 
over the 1990s around 50 per cent?!’ (Figure 6.6). During the 1998 
parliamentary term, the Social Democrats introduced policies aimed 
at curbing unemployment and protecting the universal character of 
the welfare state. An example is the ceiling on childcare fees intro- 
duced in 2001.7!8 High rates of growth after the mid-1990s have 
meant that Sweden has climbed up the OECD league table of 
purchasing power to reach thirteenth place in 2005, after a long 
period of decline. Swedish growth topped that of the Euro-area by 
about 1 per cent for 2002 and 2003, and surpassed the OECD 
average.?!9 

Locked in a structure-agency relationship characterized by 
strategic interaction between the policy environment and the 
institutional configuration of power, SAP policy rhetoric and 
debate moved to the centre ground of politics.220 Cherished policy 
goals that had become engrained in the postwar consensus have 
been quietly abandoned in favour of the Europeanization of policy 
norms and the espousal of a new international consensus centred 
on the need for sound macroeconomic policies. The substitution of 
the full employment goal with low inflation in 1991 is the best 
example of this transformation. Also, the SAP has seen a gradual 
decline of its electoral support and has only once managed to 
exceed the 40 per cent mark in a national election over the last five 
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contests. Still the party of government, SAP is now dependent on 
the Left and Green Parties to form a majority in the Riksdag. 
Meanwhile, the impressive rise of the Moderate Party since the 
2002 election means that SAP may have acquired a permanent, 
serious political opponent to its right able to disrupt its near- 
monopoly of power. 


Figure 6.6: Taxation levels, 1980-2000 
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Still, despite high levels of electoral volatility with the rise of 
new patties in the political mainstream,””! there has been little move 
towards an agenda of identity politics. The left-right axis continues 
to constitute the main political cleavage. What is more, the end of 
the 1990s signified the return by the Social Democrats to a more 
left-wing political agenda. This has partly been a political necessity 
for SAP following its parliamentary reliance on the Left party 
between 1994 and 2006 and is illustrated by the abandonment of 
cooperation with the Centre Party. Former Prime Minister Persson 
even described the 1990s as a ‘parenthesis in the history of social 
democracy’ in a 1999 speech.?” For all the changes of recent times, 
the historically concomitant growth of SAP and LO and the 
dominant position that the labour movement acquired as a result of 
their partnership means that an abandonment of that relationship 
may cost both dearly. For all their attempts to extend their support 
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to white-collar and other professional groups, the Social Democrats 
rely mostly on the support of LO unions due to the latter’s excep- 
tionally strong organizational and numerical resources. 

Has Swedish labour politics been fundamentally transformed 
over the 1990s? The answer provides important clues as to the 
ability of unions to resist neoliberal pressures and continue exerting 
a strongly regulatory role on the functioning of the labour market. 
Institutions form a central part of the struggle between competing 
ideational trajectories as to the evolution of the Swedish Model 
after its transformation. Policy change results from the interaction 
between path shaping and path dependency, privileging certain 
institutional configurations over others.2 We return to this issue 
and discuss it in more detail in the concluding chapter. 

The result of the empirical investigation testifies to both con- 
tinuity and change in labour politics and the macro-level of political 
relations within which key decisions are taken. The Employers’ 
Confederation’s staunch opposition to collaboration with the trade 
unions subsided over the 1990s. Empirical findings verify a 
diminishing of the ideological opposition to institutionalized forms 
of collaboration between unions and employers in labour market 
issues, such as training and career development. Considering the 
costs associated with a regime-shifting change and the split between 
industrial employers and SMEs, this outcome verifies a theoretical 
approach that pays adequate attention to firm strategies and the 
political struggle involved in the articulation of a new institutional 
settlement. 

Regarding labour, the period of uncertainty following the 
passing away of the old balance of power has not led to the 
disbanding of LO’s historically informed aims, although it has been 
accompanied by a diminished influence in public policy. The 
established pattern of labour market coordination with the active 
patticipation of the labour market partners has survived the 
transformation of the Swedish political economy.”** At a time of 
uncertainty, the unions have been able to draw on the extensive 
resources inherited from the earlier institutional settlement and 
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utilize them to avert regime change. The relationship between the 
Social Democrats and LO has also been discussed in the context of 
the process of continuity and change, as they impact directly on the 
balance of power between the two sides in the labour market and 
inform the extent to which non-market regulation still dominates 
industrial relations. The relationship between LO and the party as 
well as LO and the employers offers the picture of a revamped, 
new Swedish Model, whose core assumptions and practices have 
withstood the test of time and signify an evolutionary change in 
labour relations. 

Such findings confirm the significant impact of institutional 
configurations on the development of recent struggles to form a 
new political balance. After the crisis of the 1980s and early 1990s, 
the links between LO and SAP have been strengthened and collab- 
oration between the two wings of the labour movement, though 
not restored to the levels of the early postwar era, has increased. 

This comes in direct contrast to the ‘modern’ interpretation of 
social democratic strategies, which tends to regard the union link as 
a liability in the age of globalization. The maintenance of these links 
was shown to be the result of interest-motivated institutional links 
that continue to serve both sides well and whose disbanding would 
acctue significant mutual costs. The relationship between LO and 
SAP is constraining the degree of flexibility with regard to alter- 
native political strategies by SAP as a result of, znter alia, ‘normative 
constructs ... inherited from the past’.2?> Theoretically and 
empirically, the Swedish case confirms the need to look at social 
democratic strategies in the twenty-first century in Europe and 
beyond and reassess their chances of success in light of these 
findings. 


7 


Conclusion 


In the early twenty-first century, Swedish labour politics have 
regained a sense of stability. Policy concertation has increased once 
more and the new equilibrium of power in the labour market has 
become widely accepted. Neocorporatism and centralized decision- 
making will not, however, be making a comeback.! As an explicitly 
political conflict between capital and labour, and also between 
sections of both in alliance against outsiders, the Swedish case study 
retains particular significance as a testing ground for the value of 
institutionalism and its theoretical appeal in the face of change. 

This change was not simply the result of a new set of policy 
preferences by the employers or unions. It was closely connected to 
the economic crisis of the 1970s and the transformation of the pro- 
duction regime brought about through the introduction of 
advanced technological equipment and rising competitive pres- 
sures.” It is in such a context of uncertainty resulting from work 
reorganization, and combined with a redefinition of Meral?s 
interests after the wage drift explosion and far-reaching narrowing 
of wage differentials between skilled and unskilled labour, that the 
‘cross-class’ alliance flourished and led to the decentralization of 
centralized bargaining. 

However, change has been neither revolutionary nor absolute. A 
coordinated production regime based on collaboration between the 
labour market partners still constitutes the norm in Swedish labour 
politics. It is distinguished by the strong political influence of trade 
unions and the high degree of organizational centralization by the 
employers, which has remained intact through the transformative 
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1990s. The Varieties of Capitalism literature accurately depicts the 
cost-related reluctance on the part of employers to push for the 
complete overhaul of policy structures. It also concentrates on the 
inherently political nature of both stability and change, pointing to 
the salience of treating realignments in political bargaining as a fluid 
process subject to change and reassessment. 


Path Shaping, Path Dependency and Institutional Change 
However, there is little doubt about the magnitude of change in the 
Swedish polity, and labour politics in particular, over the last 20 
years. The Swedish case is paradigmatic of institutional change, not 
only with regard to the decentralization of wage bargaining but also 
the substitution of the full employment goal with that of low 
inflation. An institutional exegesis is not easy as it suffers from a 
difficulty in explaining change and depicting the mechanisms lead- 
ing to it.? Historical institutionalism in particular has been exces- 
sively prone to methodological inductionism and willingness to 
focus on the meaning that historical actors have attributed to their 
actions as explanatory variables of analysis. While such a course of 
action has enhanced the credentials of historical institutionalism as 
a comprehensive theoretical school, it has also meant that ‘institu- 
tional creation and change’ has not been systematically discussed.* 

Institutionalism can, however, provide an adequate framework 
for explaining both the stable, long-term characteristics of insti- 
tutional outcomes and the pattern of evolution in policy-making 
that undermined the old equilibrium. It rightly pays particular 
attention to the strategic calculations of actors in the formulation of 
institutional games that rational choice proponents rely on.> Policy 
entrepreneurs are responsible for moving the contours of the 
debate forward at times of uncertainty and seek to frame the policy 
debate in ways conducive to their interests. 

Two examples are indicative of that. Ernst Wigforss on the part 
of SAP was instrumental in grasping the opportunity offered to the 
labour movement in the 1930s. He was decisive in shaping a new 
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policy environment by delinking employment from a low-wage 
regime. On the other hand, Curt Nicolin of SAF utilized a series of 
professional techniques in the late 1970s to undermine the 
crumbling settlement. He was successful in reshaping the image of 
business in Swedish society and thus set the framework for a recon- 
ceptualization of SAF’s role and mission in the Swedish industrial 
relations arena. He, too, was adroit in grasping the opportunity 
offered to his constituency, not least due to the wage earner funds 
controversy. The awareness that these agents operated in an 
institutional context that facilitated their particular course of action 
contrary to alternative paths greatly facilitates the explanatory 
analysis of their behaviour. 

A synthetic view of institutionalism goes beyond exclusively 
utilitarian interpretations of institutional usefulness. It shares with 
sociological accounts an appreciation for the density of the existent 
institutional fabric.° Eclecticism, however, leaves institutionalism 
vulnerable to accusations of cherry picking, devoid of any signifi- 
cant analytical insights and able to justify stability and/or change 
ipso facto by use of any of its apparently contradictory tools. Its 
historical version in particular, most often associated with the middle 
ground between a ‘rational choice’ account and a ‘sociological’ 
account, suffers from an inability to ‘delineate causal mechanisms 
underpinning institutional inertia and its influence on outcomes’.’ 

The policy evolution manifested in the transformation of labour 
relations in Sweden is the result of an interplay that involved path 
dependency and path shaping by those actors that had most to gain 
from the formation of an institutional order that would closely 
resemble the old one.’ Path dependency resulted from the institu- 
tional legacies of the past and limited the ability of emerging forces 
to reshape the system at will? LO and the Social Democrats 
resisted a radical transformation in the 1990s when the political 
battle was at its height. Due to the salience of institutional legacies 
in the formative stages of a new institutional equilibrium, these 
actors have also retained invaluable resources that have been 
utilized to shape the policy path of the emerging structure.!° 
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In the case of LO, the main resources on which the Confeder- 
ation relies are its regulative and normative role. On the regulatory 
side, LO sits at the centre of an elaborate legal framework con- 
ducive to the preservation of a strong union role in the workplace. 
The link between a-kassa and the unions has added to its regulative 
power, and the loosening of the link in the recent past presents a 
major challenge to unionism in Sweden. In addition, LO relies on 
its links with the country’s natural party of government, SAP, to 
make its voice heard in the highest echelons of political decision- 
making. The Alliance government is unwilling to engage in pro- 
tracted wat with LO, aware of the resources it commands and the 
consequences of alienating such a powerful group in society. But 
the normative role of LO, though certainly downplayed ever since 
the wage earner funds, continues to add to its power resources by 
providing a unitary umbrella over its affiliated unions. The refor- 
mulation of the solidaristic wage policy is an example of engaging 
bricolage'' on the part of LO. The Confederation used pre-existent 
notions of solidarity inherent in the Rehn-Meidner Model with new 
concepts resulting from the individualization of work and global- 
ization to retain a coordinating role in the bargaining process. 

It is a strategy that over the last few years seems to have met 
with a measure of success. It was only possible to implement because 
of the already existing frame provided by the Rehn-Meidner Model. 
Its linkage to a successful period of the Swedish Model in the eyes 
of top LO functionaries and union members made the acceptance 
of the new LO politics easier to accept. The centrality of insti- 
tutions in explaining labour politics rests with the fact that the 
battle over the new power configuration took place within an insti- 
tutional context strongly influenced by policy legacies. Swedish 
industrial relations ‘embed|[s] historical experience into rules, 
routines, and forms that persist beyond the historical moment and 
condition’.!? 

The policy path, defined in general terms as a ‘complex inter- 
action between deliberate design, long-lasting traditions, learning 
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processes, and chance discoveries’? was in a state of flux in the 
1990s. It struggled to domesticate ‘new events emerging at the 
local, national [and] global scale’ and absorb a new economic 
environment. At times of strategic uncertainty, opposed social and 
economic forces sought to shape the macro-context of their 
operation. Change has been less pronounced than seemed possible 
in the early 1990. It is true that in important respects, the Swedish 
system has moved closer to the German equivalent.!* However, it 
remains far from the Anglo-Saxon prototype advocated by SAF in 
the early 1990s and even its German counterpart retains a series of 
features, such as low union density and the hegemonic position of 
the Metalworkers’ Union in the union confederation, that differ- 
entiate it from the Swedish prototype. Institutionalism is necessary 
to explain the policy path followed in the 1990s because relying on 
purely materialist interpretations fails to provide a satisfactory 
response to the question of why this particular power constellation 
(‘Germanization’) has taken precedence over any alternative 
outcome favoured by the employers at a given moment. 

A set of both formal and informal institutions has been shown 
to be decisive as to the direction of Swedish labour politics. 
Politically, the PR electoral system facilitated the division of the 
centre-right. This division was skilfully exploited by SAP until the 
1990s. The incentive that proportional representation offered to 
non-socialist voters to sustain that division through the expression 
of their foremost electoral preference!> instead of merely an ‘anti- 
socialist’ party contributed to the SAP’s ascendancy and the for- 
mulation of a credible political project. The ‘freezing’ of a relatively 
stable equilibrium of power, distinguished by the political domin- 
ance of the SAP and a corporatist pattern of decision-making, 
lasted until the 1970s. 

Alongside the formal institutional arrangements sustaining that 
equilibrium were less formal structures, such as the links between 
LO and SAP and a pattern of habituation that arose out of the 
Saltsjobaden Agreement. In fact, the economic logic of centralized 
bargaining was undermined long before its eventual demise in the 
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1980s. The reason for the time lag in that change should be 
attributed, at least partly, to the ‘logic of appropriateness’!® that had 
penetrated the mode of interaction between the top echelons of 
labour and capital, making certain non-confrontational patterns of 
interaction habitual. The role of policy entrepreneurs in sustaining 
this equilibrium beyond its practical usefulness was highlighted by 
the roles of LO and SAF Presidents Arne Geijer and Bertil Kugel- 
berg respectively. 

Denying the supremacy of the ‘logic of calculus’ that rational 
choice institutionalism tends to assign to institution building!’ 
should not, however, be confused with a denial of rational choice 
insights regarding the origins of preferences. “Taking interests 
seriously’!® is paramount to a holistic understanding of the Swedish 
Model and its future prospects. The important point here is that 
interests should not be viewed as distinct from ideas: interests 
constitute a particular interpretation of reality and the opportunities 
and constraints this offers. SAF pushed for decentralization but, 
ultimately, stopped short of disrupting the pre-existing mode of 
labour market regulation. It did so aware of the costs associated 
with regime change for many of its leading companies and the 
path-dependent benefits accrued by constructing a coordinated 
pattern of regulation with high returns on skilled workforce, 
poaching avoidance and just-in-time delivery. 

The formation of the Saltsjébaden Model of labour market 
regulation was nof the result of employer acquiescence in the face of 
the overwhelming resources of labour. Strategic positioning by 
actors and entrepreneurs within the employer confederation was 
decisive. The ability of the social democratic bloc to sustain political 
power was due to its successful political management and the 
existence of a divided centre-right. The latter’s ability to constrain 
SAP was possible to the extent that SAP and LO moved in a left- 
wing direction, as for instance in the Postwar Programme or the 
wage earner funds. 

The insistence by the trade unions on formulating a scheme to 
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secure overarching control of the funds was a decisive factor in the 
legitimization of the anti-union discourse. The red—green coalition 
of the 1930s and the 1950s was also premised on a shared platform 
of interests between the SAP and the Centre. The Rehn-Meidner 
Model, aimed at securing low inflation and full employment, 
enhanced the legitimacy and policy influence of LO, The decen- 
tralization of wage bargaining and the impact of Europeanization 
were also utility-maximizing narratives that tilted the balance of 
power away from the labour movement and towards business. 
Finally, the staunchly pro-European stance of the 1991 Bildt 
government was, as seen above, premised on the notion that inte- 
gration to the new European structure of the 1990s would entail tax 
and welfare cuts, therefore signifying the end of Swedish welfare 
and tax exceptionalism. Assuming that institutions give birth to 
preferences in a sociological milieu independent of interests leads 
to an overtly structuralist account that obfuscates concrete explan- 
ations of change.!9 

Still, an account centred exclusively on the economic gains of 
the principal actors provides an inadequate picture of the under- 
lying forces conducive to institutional change. Ideas need to be 
taken seriously too. In the words of Peter Hall, 


Politicians, officials, the spokesmen for social interests, and 
policy experts all operate within the terms of political 
discourse that are current in the nation at a given time, and 
the terms of political discourse generally have a specific 
configuration that lends representative legitimacy to some 
social interests more than others, delineates the accepted 
boundaries of state action, associates contemporary political 
developments with particular interpretations of national 
history, and defines the context in which many issues will be 
understood.” 


The LO attempt to secure wage earner funds in the 1970s failed not 
only because it ran counter to the main principles of the Historic 
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Compromise. It was also a policy choice informed by a certain 
understanding regarding the role of the state and the unions in 
society. It backfired, not least because the ideational wind was 
blowing in the opposite direction and SAF used that to thwart the 
‘collectivization of Sweden’. Swedish business perceived the 
Meidner Plan as a challenge to its very existence premised upon the 
principles of competition and markets. More than a pragmatic 
defence of its interests, the employer counter-attack testifies to the 
salience of ideas in framing policy responses.?! 

As mentioned above, ideas tend to change very gradually, 
causing significant lags in the adjustment of institutions to new 
realities. By the 1970s, the global Keynesian consensus of the 
postwar period had been crucially undermined by the stagflation 
crisis and the widespread perception that collectivist solutions 
were no longer effective in tackling the problems resulting from 
the crisis. It is more than a coincidence that the reassertion of the 
employers’ political credentials took place at a time when a new 
faith in the ‘benevolent’ nature of market forces grew and the 
public sector was increasingly portrayed as synonymous with 
waste and inefficiency. Also, the fact that the Liberal and Centre 
parties failed to challenge the political clout of LO in the 1970s 
and the subsequent political campaign of the employers to 
decentralize wage bargaining should be viewed as policy action 
influenced by ideational change.” 

Rational actors have interests that they will seek to satisfy in the 
best possible way. But interests do not exist outside the institutional 
context of a given polity. They are very much part of the way that 
actors perceive themselves and their function in the political pro- 
cess; part of an ideational understanding. This is reinforced if one 
considers how not all interests — even those that are ‘objectively’ 
given regarding, say, the desire of employers to see higher wage 
dispersion in order to encourage higher productivity by rewarding 
certain employees more — assume a politically important function.” 
While SAF fought against what it saw as a declaration of war by 


CONCLUSION 197 


labour, it did not raise as many objections when LO turned to the 
Social Democratic government to secure favourable labour legis- 
lation a few years earlier. 

Path-dependent institutional change and path shaping by key 
players during the process of evolution explains the high degree of 
institutional resilience regarding labour market regulation. Changes 
in the Swedish Model resulted from strategic action by key players. 
These were all the while filtered through a certain ideational 
environment and within the confines of the existent institutional 
context with its asymmetric cost and benefits distribution.2* Con- 
tinuity in labour market coordination through a reliance on non- 
market mechanisms and the revival of a cooperative spirit of 
industrial relations is a path-dependent phenomenon. 

When the old order collapsed, the struggle between competing 
forces as to the future direction did not, and does not, occur in an 
institutional vacuum. It is mediated and affected by remnants of the 
old order, such as normative structures, institutional regulations and 
cognitive schemes. What remains from the previous configuration, 
and the way it remains, has a lasting effect on the formulation of new 
policy strategies and eventual outcomes. The power resources 
theory overplayed labour strength in dictating the political agenda. 
A path-dependent, institutional approach verifies the organizational 
strength of the labour movement as defined by the institutional 
context in which it flourished. It is this strength, mingled with the 
uncertainties brought about in the 1990s, that mediates the conflicts 
overt a new equilibrium and forms the conditions for the new policy 
path of Swedish labour politics in particular and social democratic 
politics more generally. 

Crucially, this is not to say that path shaping always translates to 
anticipated policy outcomes. Path shaping does not equal predeter- 
mined policy results. The disassociation of a large part of the 
Swedish capitalist class from the social democratic consensus was a 
major factor behind the breakdown of the old order. The ever- 
growing dependence of this group on economic developments 
outside Sweden means that a resumption of the old pattern of 
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collaboration is highly unlikely, as vested business interests now 
largely lie outside Sweden.?5 

It is utopian to assume that a revival of neo-corporatism in 
Sweden is possible. In addition, the inherently elastic settlement of 
the institutional order has been brought to the fore following the 
election of the Alliance in 2006. Its politics are not likely to over- 
whelm the coordinated character of Swedish industrial relations, 
assuming such a desire exists in parts of the Alliance. On the other 
hand, proposals to make a-kassa obligatory, combined with the 
steep increase in dues, are likely to undermine the solidaristic 
element of unemployment benefit provisions. It could also lead to 
much lower levels of trade union density and undermine the ability 
of LO to play an encompassing role in regulating the labour 
market. In addition, an outcome of the Vaxholm conflict that 
would favour SN and labour market policy measures by the centre- 
right government reducing retraining opportunities could intensify 
pressures on the new equilibrium. Political contestation remains at 
the heart of the Swedish compromise in the labour market. The 
new leader of the Social Democrats, Mona Sahlin, has indicated her 
desite to continue social democratic reformism of old by com- 
bining some new policy ideas on welfare with traditional policies 
supporting the unions in the legislative field. Globalization does not 
negate social democracy; under the right conditions, it makes it 
timelier than ever. 

This book began by asking whether Sweden can still inspire 
social democratic politics in the age of globalization. The above 
conclusions ate, to a certain extent at least, heartening for those 
committed to a progressive political settlement. In the post- 
neoliberal era, social democrats retain powerful resources at their 
disposal — but they need to recognize them as such and utilize them 
to good effect. Encompassing trade unions in alliance with a 
powerful social democratic party have been able to influence the 
policy debate in a way unimaginable by the doomsayers of globaliz- 
ation. They did not do so solely during Keynesian times, but 
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grasped the opportunities of Europeanization and globalization 
too, while fighting off its less welcome consequences regarding 
social cohesion. Institutional heritage has allowed them to engage in 
a process of reconstructing elements of their compromise with 
capital based on what continues to amount to a win-win scenario, 
at least for most major players involved. The process has not been 
without its difficulties, and there is no guarantee that the current 
power structure in the labour market will last another 40 years. Still, 
the Swedish case invites social democracy to rethink its relations 
with labour and capital in a post-Fordist age and devise an 
institutional setting that will further its ambitious goals. It is a 
process worth embarking on, for the sake of demoracy and social 


justice. 
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